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FIRE INSURANCE RATE AGREEMENTS." 


The Source of Public Opposition to This Form of Association. 


It is my purpose to present briefly 
a few thoughts upon the economic 
aspects of rate agreements. In 
doing so, I shall, of necessity, de- 
part somewhat from the academic 
lines upon which discussions of 
this nature are usually conducted. 
This is an educational body. It is 
permissible, for one who is invited 
to address it, to frankly present his 
views. In doing so, he will enjoy 
the indulgence of its members, if he 
travel unbeaten paths in his presen- 
tation of the most profound and 
intricate problem affecting the rela- 
tions of fire insurance with the pub- 
lic. The nature of that problem 
renders a clear and unvarnished 
treatment of the utmost importance, 
especially in the presence of a body 
of experts who can more readily de- 
tect the truth or fallacy of the state- 
ments offered for their consideration. 


It has seemed to me, in reading 
what has been written upon rate 
agreements, that we have often 
failed to grasp the essential feat- 

*An address delivered before the Fire Under- 


writers’ Association of the Northwest, Sept. 26, 
by the editor of INSURANCE ECONOMICS. 


ures of this question, or at any rate 
that we have failed to present our 
case in a satisfactory manner. The 
subject has been treated by some of 
the ablest men in the business, and 
yet there has always appeared to be 
some flaw in the diagnosis, some 
vital connecting link absent from 
the chain, which has rendered the 
argument incomplete as an efficient 
justification of. combined rate mak- 
ing. And it is with a desire to find, 
if possible, such an efficient justi- 
fication that I have presumed to 
present to you some of the conclu- 
sions reached as the result of an all 
too confined study. 

Association between fire insur- 
ance companies has assumed many 
forms, but all may be grouped 
under two heads: 

1. Association to reduce expenditures. 

2. Association to check competition. 

In treating the question of co- 
operation for public consumption, 
we have neglected to make clear 
the distinction which actually exists 
between these two forms of com- 
bination, and have sought to justify 





162 


covenants designed solely to stop 
competition, by pointing to the pub- 
lic benefactions arising under those 
forms of association which tend to 
reduce the cost of insurance. I am 
not prepared to say that this has 
been a mistake, and yet I sometimes 
fear that it has resulted in a confu- 
sion of the public mind, and aroused 
the suspicion in keener intellects 
that an attempt has been made to 
keep the real, vital question in the 
background. But among ourselves, 
at least, we may sharply differenti- 
ate the two forms of association, and 
consider them as separate functions, 
not dependent upon each other, 
though closely allied. 

We need not consider those forms 
of association designed to reduce 
expenditures, for they never have 
and never will create friction be- 
tween the companies and the pub- 
lic. Our inquiry deals entirely with 
associations designed to regulate 
competition, of which rate agree- 
ments form by far the most important 
part. (See Note.) 

An agreement between companies 
upon rates is an agreement to check 
competition ; nothing more nor less. 
This is its sole purpose. The more 
effectively competition is checked, 
the more effective the agreement. 
Unless there is a sufficient check, 
the agreement falls. The whole 
strength or weakness of the cov- 
enant pivots upon that single point. 
In acknowledging this to be a fact, 
we simply admit what is true of all 
price-fixing agreements, whether 
they relate to commodities, wages, 
mileage or insurance premiums. I 
find it difficult to believe that it is 
necessary to base our arguments to 
the public upon anything but a 
plain, straightforward admission of 
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the facts, and yet we have never 
done so. 

The distinguishing feature of 
modern commercial life is an at- 
tempt to eliminate competition upon 
prices. There is no general indus- 
try, I think, in which price-fixing 
agreements are not an important 
feature. Even among the farming 
population, which furnishes us with 
our most rabid trust-baiters, such 
agreements exist; while competi- 
tion on the price of labor is, per- 
haps, more rigidly restricted than 
anything else. 

The fact is that our conceptions 
of the economic aspects of trade 
have entirely changed. Experience 
has shown that the benefits of com- 
petition upon prices are wholly fal- 
lacious. We now recognize that 
uniform prices tend to insure stable 
markets, enhance wages, and pro- 


Note: By association to reduce expenditures 
is meant inspection, survey, adjustment and sal- 
vage associations, together with all forms of 
organization designed to reduce expenses inci- 
dent to the handling of the fire waste, either 
before or after the fire. This does not include 
commission agreements which come under the 
head of associations to check competition. No 
reduction of expense occurs by virtue of a com- 
mission agreement. There is no saving of labor, 
no economy such as takes place where inspec- 
tions for fifty companies are conducted by one 
inspector instead of fifty. A reduction in the 
rate of commissions may occur as the result of 
the agreement, but the agreement, like an agree- 
ment upon rates, is designed to check competi- 
tion. 

Associations to reduce expenditures have never 
been prohibited by law; on the contrary, they 
have in several instances been expressly ex- 
empted from legislation designed to prevent 
agreements to check competition. Underwriters, 
who believe in commission agreements, have 
always maintained that they were essentially a 
part of rate agreements; that competition upon 
rates could not be effectually checked unless 
commissions were regulated at the same time. 
In several States anti-compact laws expressly 
prohibit commission agreements, showing that 
those who direct State legislation aim to secure 
open competition upon both rates and commis- 
sions. 

This note is added owing to some misappre- 
hension which has appeared since the delivery 
of this paper. 
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mote general prosperity. Uniform, 
not competitive, prices are the life 
of trade. This is equally true of 
fire insurance. Open competition 
upon rates has increased the fail- 
ures and resulted in no permanent 
benefit to the insured. Uniform 
rates have, on the contrary, brought 
prosperity and have raised the 
standard of security upon which 
commercial credit is indemnified. 

Agreements among fire insurance 
companies to check competition are 
somewhat older than price-fixing 
associations in other lines of indus- 
try. So far as I am able to deter- 
mine, the first attempt to agree 
upon rates was made in New York 
City as early as 1819 by eleven local 
companies of that city. We thus 
see that agreements to eliminate 
competition in fire insurance have 
existed in America for more than 
three quarters of a century. A 
minute examination of the history 
of rate agreements, were it possible 
at this time, would show that the 
companies have practically been 
forced to eliminate competition on 
account of the conflagration hazard, 
and that the main factor in bringing 
about uniform rates has been a 
desire to prevent insolvency. 

We may state, then, that the 
cause of rate agreements between 
fire insurance companies is a desire 
to increase profits or to prevent 
loss, which amounts virtually to the 
same thing. This is the controlling 
factor. 

It is perfectly proper for an indi- 
vidual or single corporation to seek 
these ends; that is, to advance 
prosperity or avert failure. What 
is right for the individual or single 
corporation acting upon its own 
initiative is right for two or more 
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individuals or corporations acting in 
association. It iswrong forany indi- 
vidual or corporation, or association 
of individuals or corporations, pos- 
sessing power, to exercise this power 
for the purpose of undue enrich- 
ment. Such an abuse is rightly 
the subject of protest, and if the 
individual protestor finds himself 
helpless in the face of an arrogant 
combination, he has a right, if he 
chooses, to carry his protest to the 
most powerful offsetting combina- 
tion known—the government. Un- 
der such circumstances, his appeal 
to the State is but natural and per- 
haps justifiable. 

A combination of fire 
companies to check competition not 
only has no right to charge unduly 
profitable rates, but it is acting 
against its own interests in so doing. 
As already stated, there is no pub- 
lic opposition to associations of 
insurance companies designed to 
reduce expenditures. The enmity 
of the States is directed 
against agreements to stop com- 
petition, and then only so far as 
they appear to be unjust or arbi- 
trary in their attitude toward the 
insured. 


insurance 


solely 


Are there any grounds for this 
enmity? We are compelled to ad- 
mit that there are. The knowledge, 
common to us all, that rates are 
unequally apportioned, and that 
some classes are paying more than 
their actual cost and others less; 
that ratés upon identical hazards 
are often inexplicably at variance, 
and that we cannot demonstrate to 
the public the basis upon which our 
rates are made, is also knowledge 
not uncommonly known to the in- 
sured. And to this fact (coupled 
with natural prejudice against cor- 
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porate interests, particularly when 
in combination) we may ascribe 
the opposition to rate agreements. 
The ordinary man will not object to 
a combination to regulate competi- 
tion, for the chances are ten to one 
that he himself is engaged in such 
a combination, but he will object — 
and who can blame him—to an 
agreement which tacitly permits 
and maintains the inequalities re- 
ferred to. 

Anti-insurance legislation will 
continue until the cause of this 
public opposition is removed. I 
am not prepared to say that it can 
be removed. Some underwriters, 
whose opinions are of great worth, 
contend that it cannot; that the 
inequalities are inevitable and exist 
as a natural result of conditions. I 
merely state what, in my opinion, 
is the real source of public opposi- 
tion. If it cannot be met, I see but 
one conclusion; namely, that all 
attempts to regulate competition 
upon rates by agreement must be 
abandoned. 

Agreements to regulate prices 
are grounded upon the soundest 
principles of ethics and economics. 
An agreement to stop competition 
is a declaration in favor of commer- 
cial peace. Covenants between men 
engaged in the same line of business 
to cease warring with each other 
upon prices, is as much an evidence 
of advancing civilization as the 
growing infrequency of war between 
nations. If we examine the matter 
closely, we shall find that the high- 
est civilization prevails where co- 
operation in all forms is most highly 
developed. The natural law which 
results in the association of indi- 


viduals to promote a common end 
politics, and religion, 


in society, 
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operates with the same force in the 
commercial world. Men identified 
with the same class of industry find 
that they can do business better 
and more profitably by co-operation 
upon prices than by open competi- 
tion. Whatever promotes peace 
and prosperity must command ap- 
proval, and in this fact alone I 
believe we can find an efficient jus- 
tification for rate agreements. 

The average profits in fire insur- 
ance show that these agreements 
have not been used to unduly enrich 
the companies as a whole. Never- 
theless, the fact that companies 
which are party to these agreements 
consciously maintain unequal rates, 
is a serious defect and a great em- 
barrassment to those who desire to 
render assistance in defeating ad- 
verse legislation. Personally, I 
hope and believe that we may, in 
the near future, add another func- 
tion to association between fire in- 
surance companies, under which we 
may make the following grouping: 


1. Association to reduce expenditures. 

2. Association to check competition. 

3. Association to ascertain the cost of 
insurance. 

An association to ascertain the 
cost of insurance need not neces- 
sarily be directly identified with 
rating associations, but when a 
combined classification is estab- 
lished, public policy will dictate 
agreements to observe rates which 
are based upon ascertained cost. 

Without presenting many of the 
arguments which may be advanced 
in favor of combined classification, 
and admitting the practical objec- 
tions thereto, I am strongly of the 
opinion that the future prosperity 
and success of fire insurance de- 
mands, and will result in, substan- 








tial progress toward a quasi-scien- 
tific method of ascertaining the cost 
of insurance. 


No observer of current events and 
tendencies in fire insurance can fail 
to be impressed by the fact that we 
seem to be rapidly moving forward 
in this direction. Within the past 
year or two public opinion in fire 
insurance has crystallized about 
this particular problem, and recent 
declarations indicate that among the 
agency forces, as well as company 
officials, the sentiment in favor of 
an equalization of rates, by means 
of intelligently applied schedules 
and experience tables, is steadily 
growing. We need not analyze the 
causes which have lead to this 
gratifying condition, but we may 
well congratulate ourselves that out 
of the present distressing state of 
the business, — out of the depressed 
rates, heavy losses, and adverse 
legislation, we are likely to see 
some practical measures taken to 
meet existing deficiencies. This 
distress is so acute, the legislative 
outlook for the coming year is 
so ominous, that it would be un- 
fortunate indeed if the respon- 
sible underwriters should fail to 
strengthen their defences at the 
weakest point. 

I believe this critical period will 





Fire Insurance Rate Agreements. 


NE yge* 





165, 


not pass without some progress 
toward the desired goal. To the 
West, rather than to the East, we 
look for the most rapid strides. 
The Western underwriter is, as 
a whole, more advanced than his 
brother of the East. I do not 
make this statement by way of 
critical comparison, for, though 
born in the West, I have been bred 
among conservative Eastern insti- 
tutions, and believe in its best men 
and endorse its best principles; but 
I do recognize that the germs of 
progress multiply faster in the West 
than in the East. And while we 
may expect the East, rich in past 
experience, to act as a governor, 
may we not likewise ask the West 
to supply the steam. Between 
these two modifying influences it 
ought to be possible to formulate 
such a simple, practical, and com- 
prehensive plan for ascertaining the 
cost of insurance, as will furnish 
both companies and agents with a 
much-needed weapon of defence 
against adverse legislation. This 
need is a practical, all-important 
one; it but remains for fire un- 
derwriters to demonstrate their 
strength and to prove that they are 
capable of meeting and sustaining 
the grave responsibilities 
which they are thus confronted. 


with 








THE NATIONAL ASSOCIATION OF LIFE UNDERWRITERS. 


Does Its Present Organization Attain the Most Efficient Results for Life Insurance ? 


CHARLES W. PICKELL. 


1. It is an axiomatic truth that 
the only way known to finite man, 
to overthrow wrong, maintain right, 
establish justice, insure domestic 
tranquility, and provide for the 
common welfare of man, is by 
organized effort. It’s the founda- 
tion of all government. 

2. Many organizations have 
failed to accomplish what their 
most loyal champions have fondly 
hoped and confidently proph- 
esied, because of imperfections in 
their construction, or because of in- 
competent or inefficient officials, or 
because such organizations were not 
comprehensive enough to cover the 
whole field and reach those who 
should be influenced. 

3. The object of the National 
Association of Life Underwriters, 
as set forth in its Constitution, is 
‘To advance the best interest of 
the cause of true life insurance.’’ 

4. There is practically no differ- 
ence between the thought as ex- 
pressed by proposition 3, and the 
‘‘most efficient results’’ from the 
subject that headsthis paper. Both 
may need some elaboration. 

One familiar with the character 
of the business of life underwriting 
a decade or more ago would grant 
that many practices needed reform- 
ing. It did not take a microscope 
to reveal existing conditions un- 
worthy so great an institution. We 


do not care to enumerate the evils 
that then obtained, nor will space 
permit. 


The companies were actuated by 
supremely selfish motives, and cared 
little for the ethics of the ‘business. 
Greed had throttled honor, and 
probity had been sacrificed on the 
altar of volume. Officials were not 
alone culpable. Many agents were 
unscrupulous in their methods of 
securing business, resorting to out- 
landish representations, and con- 
ducting themselves as exponents of 
the companies in such a despicable 
manner that they weakened the 
grasp that life insurance had upon 
the public mind. Then, too, out of 
the large number who held policies, 
but few understood what they had 
and, as a result of ignorance, were 
suspicious, unreasonable, and made 
charges many of which were untrue 
and undeserved, but calculated to 
bring reproach upon the cause. 


While some attempt at associa- 
tion was made in certain localities 
before, none at national organiza- 
tion was essayed until 1890, 136 
years from the time the first com- 
pany to insure lives was chartered 
in this country. Such an associa- 
tion was welcomed by many, de- 
plored by a few, criticised by some, 
laughed at by others. No one 
denied its necessity. It owes its 
origin not to the officials of the 
companies who would naturally be 
the first to desire certain reforms 
most speedily effected by such an 
institution, but to a handful of field 
workers whose honest convictions 
formed the pedestal upon which the 
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national body rests.°¥ Some one has 
sagely remarked that ‘‘ A life insur- 
ance company without agents is 
like a tree without roots.’’ Since a 
tree can be pruned, trained, and 
made to bear much better fruit if 
the roots are strong and healthy, it 
may have been best that the reform 
movement began in the rank and 
file of the field workers instead of 
‘‘higher up.”’ 

It is a decade old. There have 
been ups and downs, — the fever of 
enthusiasm and the chill of indiffer- 
ence,—times of marked progress 
and periods of utter stagnation. 


Its worst enemies will scarcely say 
it has done no good. Its most 


enthusiastic devotees will frankly 
admit its mistakes. Only a fool 
would expect it to accomplish much 
in ten short years. 


Some self-appointed critics have 
maintained that the National Asso- 
ciation at present is like the old 
white hen Johnny set on thirty 
eggs,— lacking in comprehensive- 
ness; that there are many sections 
of the country where its influence 
is not perceptible and never will 
be; that where a few years ago the 
association movement was strong, 
now it is weak. This criticism is 
perhaps in part deserved. Inreply, 
we can only say that we think 
Johnny’s hen will grow until she 
can comfortably cover the eggs,— 
and the eggs will not spoil in the 
meantime. Give the movement 
time to grow. We do not think it 
is losing its hold where once it was 
strong. One needs but to read the 
current insurance press and note 
the attention paid to principles ad- 
vocated by the nativwnal body to 
convince him that th ‘‘ gunners 
are getting the range’ and the 


association is more of a factor in 
the affairs of life underwriters than 
ever before. 

What honest men want to-day is 
an association comprehensive enough 
to cover the field, powerful enough to 
influence the officials of the com- 
panies, wise enough to suggest ways 
and means to bring about needed 
changes, and tenacious enough to 
hold together until the judgment 
day. 

Such an association, to our mind, 
is not ideal. The only suggestion 
looking towards the accomplish- 
ment of more efficient results, by 
means of the National Association 
of Life Underwriters, which we 
have the temerity to make, is this: 
when the officials of the companies 
ate admitted to membership in the 
local associations, and they feel that 
the best interests of their companies 
demand their active participation 
in not only the affairs of the local 
organization but the national body 
as well, then and not till then will 
the ‘‘best interest of the case of 
true life insurance’’ be rapidly 
advanced. 


And why not? Are not all offi- 
cials desirous of reform? Are they 
not all honest? Are any of them 
above associating with their rep- 
resentatives in the field? We think 
not. A general conference for the 
general good would work no man’s 
injury, be he the president of a 
giant or the unfortunate solicitor 
for a pigmy at $200 per annum. 
What could not be accomplished at 
a national gathering if, in addition 
to the representative field men, 
there were present sixty-five presi- 
dents of American companies with 
counsel and vote? 

Then every agent employed by a 
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regular company would be directly 
influenced by the association. 

Then the monster rebate would 
be destroyed with a single thrust. 
No more platitudes, no more 
memorials, no more _ oratorical 
pyrotechnics. 

Then legislation, calculated to 
protect the insuring public and the 
honest solicitor and the honest com- 
pany, could be more easily secured, 
and designing commissioners with 
a burning desire to startle the world 
with sensational distortions be prop- 
erly restrained. 

Then the ethics of the grandest 
business on earth would find fruition 
in a greater regard for the rights of 
others. 


Let it not be thought that the 
National Association has accom- 
plished nothing because forsooth it 
has not done everything. Among 
the many splendid achievements 
already recorded by its history, a 
few would grace this paper. With- 
out elaboration, permit me to name 
the following: the development of 
the spirit of fraternity among rival 
agents, the expulsion from the busi- 
ness of many unfit to stand as its 
exponents, the interchange of valu- 
able opinions and methods of work 
thereby creating a large reserve 
fund of information, the softening 
of the differences existing between 
companies and agents, the enlight- 
ening of public opinion through the 
medium of the public press reports 
of annual meetings, the reflex influ- 
ence on the companies themselves 
through the efforts of their repre- 
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sentative field men as members of 
the National Association, etc. 

The National Association has 
begun a glorious work. The ac- 
complishment of it will come in 
good time, but more quickly if the 
officials of the companies themSelves 
can be induced to membership and 
co-operation. Now the national 
body is under a handicap. Then it 
would start even. Now it is en- 
deavoring to lift the weight with 
the fulcrum too near the power. 
Then it could be shoved up to the 
weight, and, like the philosopher 
of old, could ‘‘move the world.”’ 
Now they are firing with the best 
ammunition they have, but at long 
range they are unable to penetrate 
vulnerable parts. Then it could 
make quick work of all enemies at 
short range. Now but compara- 
tively few feel the power of the 
association. Then its influence 
would reach every man who held 
a rate book, a policy, or an office. 


The National Association is the 
result of. an honest and honorable 
purpose. Underneath it are con- 
victions as solid as the everlasting 
hills. Its officers have been men of 
noble parts and have faithfully dis- 
charged their duties. It will gather 
strength with years. Before long it 
will become such a factor in life 
underwriting that officials will rec- 
ognize its power and request places 
in the procession. When that day 
comes, it will be a sufficient reward 
for patient waiting and personal 
sacrifice. Rome was not built in 





PROPOSED RATE ADVANCES IN FIRE INSURANCE. 


Objections to a Flat Raise and Suggestions Made as to the Best Methods of Retrenchment. 


‘* Advanced rates’’ is now the cry 
of the companies and the’ means 
offered to stem the receding tide in 
their coffers. In theory the remedy 
can be applied very readily, and the 
process would seem simple enough. 
But can it be applied in practice, 
and would it be just and equitable 
to raise rates indiscriminately? I 
do not think so. The first duty de- 
volving upon the companies is to 
reduce the fire waste and to practice 
retrenchment. The fire waste can 
be materially reduced by concerted 
action on the part of the companies, 
in the careful and close inspection 
of all risks, in large communities 
by a bureau of inspectors of expe- 
rience and good judgment, and by 
the co-operation of all companies in 
the inspection of risks in small cities 
and villages by special agents. 

I mean by this that when the in- 
spection of a risk by any one special 
agent should show defects or be 
unsatisfactory, all companies doing 
business in the community should 
be so advised and should co-operate 
in insisting upon the removal or 
cure of the evil. The system here- 
tofore in vogue has been very ex- 
pensive and quite unsatisfactory. 
There was no concerted action and, 
as a result, the property owner has, 
in many cases, said to himself: ‘‘I 
do not care to incur the expense or 
the loss of time to follow the sug- 
gestions of the special agent. If 
his company does not wish to carry 
my risk, I can find many others, 
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equally strong, ready and even 
greedy to assume it.’’ A cancella- 
tion followed, whereupon the risk 
was replaced immediately, and the 
process could be kept up for almost 
an indefinite period, owing to the 
large number of old companies and 
numerous newcomers operating in 
the field. 

In addition to a wise system of 
inspection, schedule rating should 
be adopted universally. A schedule 
can be devised which will be rea- 
sonably just and fair and will en- 
courage the improvement and better- 
ment of hazard. 

In Minneapolis the fire insurance 
patrol and salvage corps has intro- 
duced a system of inspection as out- 
lined above. The fire marshal, the 
building inspector and the city elec- 
trician (these being city officials) 
co-operate with us, as does also the 
compact manager. By reason of 
these facts the inspector has been 
enabled to secure many improve- 
ments ; in fact, it has occurred very 
rarely that the owner or occupant 
of a building has neglected or re- 
fused to comply with the requests 
made by our inspector, especially 
so after being informed that the in- 
spection was made for, and that the 
requests came from, all of the compa- 
nies doing business in Minneapolis. The 
fund necessary to do this work is 
taken from the tax imposed upon 
the companies for the equipment 
and maintenance of a salvage corps, 
and the work is done in a systematic 
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and thorough manner by an expe- 
rienced and painstaking inspector. 
The expense is incomparably small 
with that which would be incurred 
in having inspections made for each 
individual company. 

The co-operation of the companies 
could be carried into many other 
branches of the business, such as 
the adjustment of losses, rate-mak- 
ing, etc., and in this way the ex- 
penses incurred would be very much 
lessened. 

Very material retrenchment could 
be obtained by a reduction of the 
commissions now paid agents. Com- 
missions should be reduced to ten 
per cent. with a contingent. This 
would have a strong tendency to do 
away with the multiple agency sys- 
tem; it would tone up the class of 
agents by placing an increased vol- 
ume of business in the hands of 
underwriters; it would remove prac- 
tically every temptation to rebate 
to the insured (a most pernicious 
practice), and it would do away 
with the broker, who has in many 
communities become a thorn in the 
flesh of the agent. 

The plan is a most feasible one, 
and I take issue with the author of 
the ‘‘ Rationale of Fire Rates ’’ when 
he makes a contrary statement. Mr. 
Dean tells us that the agent would 
be tempted to place all of the ques- 
tionable risks coming to him in a 
company which, at an early stage 
of a contingent contract, showed 
losses to such an extent that the 
agent could not reasonably expect 
to gain anything from that com- 
pany’s contingent at the expiration 
of the contingent contract. I do 
not agree with my learned friend. 
The contract would of necessity be 
limited to a given time; one year in 
all likelihood. The undesirable or 
questionable business would neces- 
sarily ‘‘lap over’’ into the next 
year, and the agent would, if he 
were so foolish as to succumb to 
the temptation which Mr. Dean so 
much fears, ruin his prospects not 
only for the time being, but for all 
time to come, provided of course 
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that the company would in the ver- 
nacular of our profession humbly 
permit itself to be used as a “‘ slop 
bucket.”’ 

It might not be practical to intro- 
duce a contingent contract into. the 
business in small villages or towns, 
but the plan would be quite a feasi- 
ble and, I am sure, a winning one, 
in cities of 10,000 population or 
more. With such a system in force 
such a condition as presented itself 
to me but recently would not have 
obtained. In acity not very remote 
from Minneapolis, an agent, acting 
in the dual capacity of local and 
special, on inspection cancelled the 
policy of the company for which he 
acted as special agent, while he al- 
lowed the policies written by him in 
the companies for which he acted 
locally to stand. Is it reasonable 
to suppose that he would have done 
so had he had a contingent commis- 
sion contract? With contingent 
commission contracts in force, the 
remarks repeatedly made by another 
leading agent, ‘‘The companies must. 
see to the losses, I am working for 
commission only,’’ would not have 
been made, and that agent would un- 
questionably change his tactics and 
endeavor to secure only desirable 
business in the profit of which he 
might reasonably expect to share. 


The taxes paid by the insuring 
public are enormously high; they 
should not be materially increased, 
but they should be equalized, i. e., 
they should be fixed at such a fig- 
ure that each class will bear only 
its own burdens and give to the in- 
surer a fair profit. This can be ac- 
complished by schedule rating only. 
The fire waste should be reduced, 
and retrenchment should obtain in 
all the branches of our business. 
This, together with other reforms 
which would follow if harmony, co- 
operation and concert of action 
among the companies can be had, 
is, in my opinion, the solution of 
the serious problem now confronting 
the fire unde‘ writers of the United 
States. 


MINNEAP¢LIS, MINN., Oct. 10, 1900. 
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LIFE INSURANCE. 


The most important action taken by the 
State insurance commissioners at their re- 


. cent annual con- 
Reversed Action on aiieaind ab bin, 


Gain and Loss Exhibit, Sith, bb Cie 4b Tite 


insurance is concerned, was the reversal of 
its action taken in 1897 in adopting the so- 
called gain and loss exhibit for use in the 
life insurance blank. The exhibit was 
adopted at that time through the persistent 
effort of the late William D. Whiting. Its 
passage was only secured after an extended 
discussion and sharp debate which led to 
some interesting declarations before the 
convention, particularly on the part of the 
Massachusetts department, which, in face 
of the demands of other State commission- 
ers, declined to be bound by the action of 
the majority. The Massachusetts commis- 
sioner was severely criticised by some of 
his associates in the convention for taking 
this position, but as a result of the discus- 
sion it became a well-established fact that 
the minority could not be bound by the 
majority against their convictions, and 
that the convention was an advisory and 
not a legislative body. The Massachusetts 
department was supported in its position 
by the New York department, and it is im- 
portant to note that notwithstanding the 
vote of the convention but few compara- 
tively of the departments incorporated the 
exhibits in their statement blanks, — Con- 
necticut, Wisconsin, Illinois, Missouri and 
one or two others. 

Since the adoption of the exhibit and its 
use by some of the departments it has been 
the subject of constant criticism and com- 
plaint. The companies have almost with- 
out exception found it impossible to comply 
with its requirements, and the returns made 
to the departments thereunder have quite 
uniformly been subject to estimates in 
some of the most important items. The 
exhibits have thus been not only inaccu- 
rate, but have been used asa basis of analy- 
sis as though they represented actual facts. 
The result has often been injury to com- 
panies where such injury was wholly un- 


justifiable, and likewise favorable conclu- 
sions which were not in accordance with 
the facts. In short, being inaccurate and 
containing figures which precluded oath 
as to their absolute correctness, the ex- 
hibit has proved of little or no worth as a 
test of the companies’ progress or retro- 
gression, the chief merit originally claimed 
for it. 
> 

But apart from this fact the companies 

have claimed that while the exhibit con- 


Other Objections tained i n formation 
to the Exhibit. which might properly 

be the subject of expert 
analysis during the course of a State de- 
partment examination, and also embraced 
facts which, when accurately ascertained 
and properly understood, were important 
for the management to know, yet it was 
not suitable data to place in a public docu- 
ment for general circulation, since the ex- 
hibit could not aid the inexpert insuree, 
who could gain all the knowledge neces- 
sary as to the financial standing and pro- 
gress of the company from the published 
statements. This is unquestionably true. 
We doubt if any insuree has ever attempted 
to ascertain a company’s condition from a 
study of the gain and loss exhibit. More- 
over, students of the business have found it 
of very little practical use. It has been 
availed of almost wholly for competitive 
purposes, and in this way has as often been 
used to deceive and mislead as to instruct 
and enlighten. Its use as a campaign doc- 
ument, particularly in view of its incom- 
pleteness and inaccuracy, cannot justify a 
demand for its appearance in the public 
documents of the State departments. We 
recognize that through the pressure of 
competition and the consequent analysis 
of results, a large part of the progress and 
improvement in life insurance is due, and 
possibly it may be fair to advance this as 
an argument in favor of the retention of 
the gain and loss exhibit. Nevertheless 
we are of the opinion that the advocacy of 
the exhibit originated purely as a compet- 
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,itive measure and not from a particular 
demand for reform. We believe that the 
commissioner’s convention adopted the 
exhibit through a misunderstanding of its 
benefits, and allowed its machinery to be 
used to give standing toa proposition de- 
signed mainly to aid a few men in the 
business whose livelihood depended in part 
upon the analysis of official figures for 
competitive purposes. So far as this mag- 
azine is concerned it can be said that the 
gain and loss exhibit has given no material 
aid in observing the economic tendencies 
of the business. We are satisfied that the 
opportunities for impartial analysis and 
study are fully as great without the exhibit 
as with it. 


> 


Since the adoption of the exhibit several 
attempts have been made to secure a repeal 
of the convention’s vote 
of 1897 without success. 
In the meantime, opposi- 
tion to its use has steadily increased on the 
part of conservative as well as high-pres- 
sure companies, and the views of the 
individual State departments have con- 
siderably modified. One or two have 
attempted to remodel and improve the 
exhibit for the purpose of securing greater 
accuracy. The absence of the personal 
influence of its originator doubtiess led the 
opponents of the exhibibit to feel that the 
time was ripe to reverse the action of 
the convention. The fight this year was 
led by Second Deputy Appleton of the 
New York department, who discussed the 
defects of the exhibit in a paper presented 
before the convention. In introducing his 
remarks he conveyed the interesting infor- 
mation that its author had only been able 
to apply the exhibit toa company for which 
he acted as consulting actuary, by forcing 
balances. The exhibit, Mr. Appleton 
stated, compelled officials to swear to a 
volume of figures which must necessarily 
be forced, and which it was absolutely 
impossible to verify. From a technical 
point of view he claimed that all actuaries 
agreed that the exhibit, as it stands, is 
ridiculous, because it can have no scientific 
value unless exact. 


Mr. Appleton’s 
Argument. 


¥ 


Mr. Appleton: referred particularly to 
the incongruities arising under interest 
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and mortality. Upon 
this point he said : 

“The exhibit is 
headed in the statement blank, ‘Upon basis 
of actuaries’ mortality and four per cent. 
interest.’ One division includes interest 
earned, and another gives the interest re- 
quired to maintain reserve. The purpose 
is to ascertain the gains from interest over 
and above the four per cent. required by 
the standard upon the assumed reserve. 
This assumption of rate is untrue in the 
case of all companies which hold their re- 
serves, or a part of them, on a three per 
cent. or a three and one-half per cent. 
basis. Such companies cannot fill out this 
blank without varying widely from actual 
facts. In several companies, that portion 
of the business on which the reserve is 
computed by a higher standard than four 
per cent., shows a steady increase in pro- 
portion to the whole business. The result 
is that each succeeding year the exhibit 
becomes in this respect less and less 
accurate. 


Defects in Interest 
and Mortality. 


‘‘The exhibit is founded on the assump- 
tion that all death losses are measured by 
the actuaries’ table. The fact is that, on 
large volumes of important business done 
by various companies, the actual reserves 
are computed upon the American table; 
the cost of insurance as computed is neces- 
sarily governed by the computation of the 
reserve; the actual and legal cost of insur- 
ance on policies valued by the American 
table must necessarily follow that table. 
The exhibit requires these companies to 
make out a statement on all policies ac- 
cording to the actuaries’ table, so as to 
make a mathemniatical balance, which is 
only possible when all the calculations 
have actually been made by that table. 
The exhibit requires all companies which 
have policies legally valued according to 
the American table to compute its cost of 
insurance as by the actuaries’ table. The 
gain and loss exhibit assumes that loadings 
are based upon the actuaries’ table at four 
per cent.,and the companies are compelled 
to make their statements upon that hy poth- 
esis, which is false in all cases in which the 
reserves are otherwise computed. The ex- 
hibit assumes that the reserves on lapsed 
or surrendered policies are computed on 
the actuaries’ table at four per cent.; this, 
in many cases, is untrue. Every one ofthe 
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four leading points covered by the exhibit, 
namely: interest, cost of insurance, load- 
ings, and profits from lapses and surrenders, 
must in many cases be falsified.’ 


aa 


Mr. Appleton concluded that from a prac- 
tical point of view the exhibit did not con- 
tain information which 
could possibly assist the 
ordinary insuree, and 
might be used to grossly mislead the pub- 
lic. Furthermore, he contended that:‘even 
were the exhibit all which its originator 
claimed for it, it could not, with propriety 
and due regard for the interests of the 
companies, be made public. 

His recommendation that the exhibit be 
eliminated was referred to the committee 
on blanks, a majority of whom reported 
against elimination ; but upon a roll call of 
States, the following resolution, favored by 
the minority, was adopted by a vote of 10 
10.9: 

‘* Resolved, That it is the sense of this 
convention that the gain and loss exhibit 
has no practical value and should be elim- 
inated from the life statement blank.” 

Mr. Appleton’s position was strongly 
supported by Massachusetts, New Hamp- 
shire and Maine, the commissioner of the 
latter department, Mr. Carr, voting against 
the advise of his actuary, Mr. S. H. Wolfe, 
who has inherited both the business and 
the opinions of his patron and actuarial 
instructor, Mr. Whiting. Mr. Wolfe ad- 
mitted that the exhibit might not be 
mathematically correct, but held that by 
careful estimates it could be made of sub- 
stantial value. Commissioner Heifner of 
Washington explained that he voted in 
favor of the continuance of the exhibit 
only because his blanks printed for the 
current year contained this exhibit. Com- 
missioner Scofield of Connecticut and 
Actuary Brinkerhoff of Illinois thought 
the present exbibit was defedtive, but 
believed that with some modifications it 
could be made of practical value. 

While the moral influence of the conven- 
tion is thus recorded against the gain and 
loss exhibit, the action is not binding upon 
any of the States. The probability is that 
the departments now using the exhibit will 
attempt to improve it, and if they find, 
after further experimentation, that accu- 
racy is unobtainable, and that the results 


Action of 
the Convention. 
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secured are unsuitable for use in public 
documents, will give it up. 


+ 


Since the adjournment of the commis- 
sioners’ convention the Connecticut depart- 


Peckies of tie Con- O%* ee mctified 


: compani that it 
necticut Department. . - = a 
will continue the 


use of the gain and loss exhibit, with an 
amendment inserting under the head of 
credits and debits the item, ‘‘ Balance un- 
accounted for.’’ It is claimed that this 
will enable companies to report all other 
items without forcing the balances com- 
plained of. It is believed that the tend- 
ency will be to make this new item as 
small as possible. The department thinks 
that in this way the exhibit will become 
useful and valuable. 

The department has also notified com- 
panies that in accordance with its policy 
outlined in last year’s report, it will give 
credit only for business paid for in cash, 
and that it will charge so-called deferred 
dividends asa liability. This latter charge 
will be divided into two items: Dividends 
apportioned payable during the current 
year, and those payable at maturity of the 
period in subsequent years. 

In regard to the first departure from pre- 
vious practices the position of the depart- 
ment is that “‘ companies should be required 
to report only such business as exists by 
virtue of a consummated contract, which 
has become operative against the company 
through payment of the first premium.” 

Upon the question of deferred dividends 
the departments’ position is: ‘‘When a 
company has, through its proper officers, 
declared and entered upon its records 
dividends as payable upon any class of 
policies, or has in like manner set apart 
any other accumulated funds for specific 
purposes, it should be charged asa liability 
in its statement.”’ 

These important changes which Com- 
missioner Scofield has determined upon 
after consultation with his actuarial de- 
partment, will excite widespread discus- 
sion, and will make the forthcoming report 
of particular interest to all life insurance 
men. 


* 


The convention adopted an important 
recommendation relating to fraternal insur- 





174 Monthly Journal of Insurance Economics. 


ance orders, namely, 
sa san Ask that all States should 


enact laws requiring 
new societies to charge ‘‘an equitable rate 
of premium based on recognized tables of 
mortality.’? This it will be observed is a 
radical measure of protection for the estab- 
lished societies against the competition of 
new orders. The National Fraternal Con- 
gress has found it impossible to agree upon 
a standard table of rates, owing to the fact 
that the younger orders have not felt the 
pressure of increasing cost so acutely as 
the older societies. All the orders are, 
however, willing to favor and promote 
legislation to check further low cost com- 
petition. 

The recommendation was adopted by the 
convention as the result of a conference 
between a special committee of commis- 
sioners and a similar committee appointed 
on behalf of the Fraternal Congress. It 
was theonly legislation which could secure 
the united support of existing orders. Un- 
doubtedly its tendency will be to place the 
business of these organizations upon a bet- 
ter foundation. It is claimed that any 
attempt to enact a law establishing net 
premiums for existing fraternals would 
fail, or, if partially successful, would place 
the older orders at a disadvantage with the 
younger, a contention which is undoubt- 
edly correct. 

The exigencies confronting the fraternals 
because of their unsound methods of doing 
business and their persistent defiance of 
the inexorable laws of mortality are of a 
momentous nature. The special’represen- 
tative of the Fraternal Congress, who ap- 
peared before the commissioners’ conven- 
tion, said: ‘‘ We realize that the idea incul- 
cated into the membership to pay as you 
gowasa wrong doctrine. If these societies 
had collected from members the amount 
they have, and paid but one half the bene- 
fits they have, it would still have been 
protection at small cost.’’ 


¥ 


Some two years ago the State of Massa- 
chusetts found its business assessment or- 
ganizations in such 
bad shape that their 
plan of doing business 


Suggested Solution 
of the Problem. 


was prohibited, and they were required to 
maintain thereafter the net reserve estab- 
lished under the statutes governing so- 


called ‘‘old line’’ companies. This does 
not prevent these organizations from doing 
business cheaper than ‘‘old line’’ com- 
panies if by superior economy of manage- 
ment they can do so. It merely holds 
them to the observance of established 
standards of mortality, deemed by long 
usage to be a safe basis upon which to pred- 
icate net cost. There are many who be- 
lieve that the proper solution of the fra- 
ternal problem lies in similar action, that 
all organizations or corporations of what- 
ever nature should conform to a uniform 
standard of net cost, permitting differences 
in gross cost to the insured to hinge alto- 
gether upon methods of administration. 
This position is theoretically sound, and if 
it could be put in force, would, while seem- 
ingly harsh in some instances, undoubtedly 
prove beneficial to all concerned in the 
long run. But where so much political 
power rests in the hands of those in con- 
trol of these orders, it would probably be 
impossible to secure such extreme restric- 
tion. If, however, the existing fraternals 
are prepared to support restriction against 
new orders, why should not the “ recog- 
nized tables of mortality ’’ referred to in 
the recommendation adopted by the com- 
missioners be the present standard of the 
several States, or if these standards are too 
severe and do not represent actual condi- 
tions, let them be suitably amended and 
made the basis of all net charges in the 
future. The argument in favor of one 
standard of safety for all life insurance 
undertakings is complete, logical and im- 
pregnable. A departure from this rule in 
the case of local fraternals offering pro- 
tection on a purely benevolent basis might, 
however, be admitted. 


¥ 


The present situation as regards fraternal 
insurance is significant as well as interest- 
Via Becdeiian ing. The request made 
ok Pestereaie. of the State to save them 

from past mistakes is but 
another step in the evolutionary process 
which, as in the case of business assess- 
ment organizations, will eventually force 
them to a basis of net cost identical with 
that of the much reviled ‘old line’’ com- 
panies. The history of the fraternals will 
be in striking harmony with that of the 
business assessment associations which 
were originally evolved out of fraternals. 





Review of the Month. 


Many of the fraternals already are, and most 
of them soon will be, strictly business cor- 
porations in which the fraternal feature, if 
retained at all, will be purely perfunctory. 
Legislation is constantly being sought, 
giving these orders more and more the 
aspects of business corporations. The 
present attempt to secure restrictive legis- 
lation is an acknowledgment that so-called 
fraternal insurance is a business proposi- 
tion, subject to the same competitive laws 
existing in other forms of insurance. 
The sanction, approval and protection of 
the State is sought solely for the purpose 
of giving a solidity and standing to these 
orders which cannot, in any other way, be 
obtained. In due course we shall see them 
taking the place of the recently reorgan- 
ized assessment corporations. After that 
the process of evolution will continue until 
the State feels compelled as a measure of 
safety to place them where they properly 
belong, under uniform statute laws govern- 
ing net cost. 

The dangers involved in this evolution 
were considered in extended form in the 
June (1899) number of this magazine, and 
vigilance on the part of State departments 
was then urged in order that the transition 
certain to follow may be accomplished 
with the least loss. 


¥ 


The question of one-year term reserve 
came before the convention in several of 
the papers read. 
Mr. D. Parks 
Fackler, of New 
York, who has acted as consulting actuary 
for some of the one-year term companies, 
took issue with Actuary Emory McClin- 
tock, of the Mutual Life, upon the basis of 
valuation laid down by the latter in a re- 
cent communication to this magazine bear- 
ing upon the one-year term policy. Mr. 
Fackler’s contentions are republished else- 
_ where in this number. He does not at- 
tempt to dispute the soundness of Mr. 
McClintock’s position in regard to the one- 
year term policy, but undertakes to show 
that some of the practices pursued by the 
departments in the valuation of certain 
forms of policies are contrary to the rule 
outlined by Mr. McClintock. In other 
words, if that rule is correct, some present 
usages are inconsistent therewith. 

We do not attempt to say whether Mr. 


Actuary Fackler on One- 
Year Term Reserves. 
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Fackler is right in his contentions or not. 
These alleged inconsistencies may or may 
not exist. If they actually exist and 
threaten the soundness of life insurance, as 
does the one-year term reserve, they should 


. be corrected. But as an argument in favor 


of the one-year term reserve Mr. Fackler’s 
statement is absolutely without point. 
This leading consulting actuary, who has 
been so persistently quoted by the advo- 
cates of the one-year term reserve in sup- 
port of their position, upon the first public 
occasion in which he is given an oppor- 
tunity to express himself, pursues an eva- 
sive policy in his treatment of this vital 
question, neglects to declare whether he 
believes in the one-year term reserve or 
not, and confines his special plea to a dis- 
cussion of side issues which have no direct 
bearing upon the problem. The probabil- 
ity is that Mr. Fackler, as an actuary, has 
no intellectual faith in the one-year term 
policy, and that the use of his name in 
support of the proposition rests entirely 
upon the fact that he has been employed 
as special attorney to plead the cause of 
the one-year term companies before the 
State departments. 

A reply to Mr. Fackler from Actuary 
McClintock is published elsewhere, in 
which the latter renews and emphasizes 
his position on the one-year term policy. 


- 


Mr. Henry D. Appleton, second deputy 
superintendent of the New York Insurance 


Attitude of the New Department, gave an 


outline of the posi- 
York Department. tion assumed by that 


department in regard to one-year term 
policies. His statement is republished in 
this number. It has been frequently 
stated by the advocates of the term reserve 
that the Massachusetts and Vermont insur- 
ance departments, in declaring against this 
form of valuation, were taking a position 
in opposition to all other departments. 
There is not the slightest foundation for 
this assertion. Until Mr. Appleton’s state- 
ment before the commissioner’s conven- 
tion no other department, outside of Mas- 
sachusetts and Vermont, has made any 
declaration which would warrant any one 
in assuming what its position was. The 
fact that the advocates of the one-year term 
reserve deprecated a discussion of the 
question before the convention, other than 
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presented in the set papers of Mr. Fackler 
and Mr. Appleton, and made no attempt to 
secure action thereon, shows clearly that 
they were not prepared to test the senti- 
ment of the State commissioners. In New 
York State the law relating to the valua- 
tion of life policies is different from any 
other State. Each company is permitted 
to set up its own standard of valuation. 
Mr. Appleton’s treatment of the question 
is merely a statement of facts and an out- 
line of the State department’s authority 
under the law. He does not express ap- 
proval of the one-year term reserve. He 
merely says that the department is com- 
pelled to value the one-year contract ac- 
cording to its terms. 

To sum up the position of the State de- 
partments on the one-year term contract: 
Massachusetts and Vermont have declared 
against it on legal and economic grounds; 
New York has declared in its favor strictly 
on legal grounds, under statute laws which 
are essentially different from those in 
Massachusetts and Vermont. No other 
State department has expressed an opinion 
upon the question. 


> 


Mr. William A. Fricke, ex-insurance 
commissioner of Wisconsin, and now en- 
9 6 aged asa practical worker 
Mr. Fricke , i a field of life insurance, 
Position. is a man who entertains 
such advanced and radical views that he 
might well be expected to favor the one- 
year term reserve if it really contained ele- 
ments of reform and progress. On the 
contrary, however, his position is one of 
emphatic opposition. He sees in this plan 
of valuation not progress, but re-action; 
not reform in the economy of administra- 
tion, but incentive to increased waste. 
He says the one-year term device, which 
he characterizes as a makeshift, aggravates 
competition, and is not a remedy for the 
conditions which it is claimed demand this 
method of valuation. 

Mr. Fricke’s contention that the one- 
year term policy which chargesan ordinary 
life or endowment rate during the first year 
is a violation of anti-discrimination laws, is 
welltaken. In other words, the company 
charges two or three different prices for 
the same kind of insurance. Either the 
ordinary life policy with the one-year 
stipulation is term insurance during the 


first year or itis not. If it is term insur- 
ance, there is an excess charge for which 
there is no equivalent. It is contended, 
however, that the ordinary life one-year 
term contract embraces during the first 
year something in addition to the pure in- 
surance, namely, an option to renew with- 
out medical examination. If this be true, 
then the first year’s insurance is not term 
insurance, and the claim that it must be 
valued as term insurance, because it would 
have to be so valued if taken apart from 
the ordinary life contract, falls to the 
ground, and it is seen that in placing the 
one-year term and ordinary life contract in 
one instrument, a condition is created which 
is entirely different from a one-year term 
policy taken separately. 

If the applicant for insurance were ac- 
quainted with the facts, he would not, as 
Mr. Fricke points out, pay an ordinary 
life rate for term insurance, even with the 
so-called option to renew, for he could ob- 
tain the straight ordinary life policy from 
another company on precisely the same 
terms. The question of surrender values 
has no bearing on the economic aspects 
of the one-year term device. The problem 
does not hinge upon what reserve the 
policy-holder may get if he lapses at the 
end of the first year. It is wholly one of 
financial soundness and stability. The 
company which feels compelled to take the 
first year’s reserve to pay expenses does so 
only when its resources have been seriously 
depleted by mismanagement or because it 
is unwilling to comply with the accepted 
standards of safety. If the State has any 
duty in the matter, it certainly should not 
permit the value of the security to be im- 
paired. The first requisite in life insur- 
ance is safety, and special devices designed 
to aid in competition should not be con- 
sidered paramount to financial security. 


> 


The one-year term companies met their _ 
Waterloo, Sept. 30, when Insurance Com- 
missioner Freder_ 
ick L. Cutting, of 
Massachusetts, 
was re-appointed by Governor Crane for a 
term of three years, and unanimously con- 
firmed by the Governor’s Council. This 
re-appointment was miade in the face of 
strenuous opposition on the part of those 
interested in promoting the one-year term 


Re-appointment of 
Commissioner Cutting. 
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reserve. Pressure of a most extraordinary 
character was brought to bear upon Gover- 
nor Crane to secure the appointment of a 
new commissioner,who was expected to re- 
verse the ruling made by Commissioner 
Cutting whith has excited so much con- 
troversy and acrimonious debate. A final 
attempt was made to induce the commis- 
sioner to reverse his own ruling without 
avail. 

Commissioner Cutting’s re-appointment 
and vindication at the hands of Governor 
Crane is the closing incident in a sharp 
and continuous fight between the advocates 
of the one-year term reserve and those who 
believe that this device is opposed to 
sound principles of life insurance. Its 
mutterings were first heard some two years 
ago, but it was not until early in the current 
year that an active, persistent and unre- 
lenting campaign was opened by the one- 
year term companies against all who op- 
posed their projects. The fight has been 
hot. On the one side an array of literary 
talent, facile in invective and impelled 
forward by the undeviating motive of self- 
interest. On the other a handful, — we 
shall not say less self-interested, but taking 
a longer look into the future, — who have 
felt that being right they must eventually 
win. 

The outcome justifies but one conclusion, 
namely, that so far as Massachusetts is 
concerned,—the State which to-day stands 
for what is best and soundest in life insur- 
ance, —the one-year term agitation will 
cease. An attitude of conciliation toward 
Commissioner Cutting is already discern- 
able. The fight has been lost and prudence 
dictates mollification. If there is any 
reason why the reserve laws of this State 
should be changed because of modifications 
in mortality or interest, the only two 
economic factors upon which the reserve 
is based, we shall gladly use our earnest 
endeavors to effect such a change, but we 
stand always against any attempt to use 
that reserve for expenses by any device, 
legal or otherwise. 


> 


Self-interest appears to have accom- 
plished for American life insurance com- 
Modified Atti- panies in Prussia what 


; diplomacy and retalia- 
tude of Prussia. tion failed to effect. Re- 


cent German undertakings in the Orient, 
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involving largely increased expenditures 
and new loans, has emphasized the impor- 
tance of great American financial institu- 
tions and the seemingly greater facilities 
they offer in floating bonds. All first-class 
European powers, with the exception of 
France, have recently drawn upon the sur- 
plus loanable capital of this country. Of 
the recent German war loan $20,00c,000 
was placed in America. A single life in- 
surance company, the New York, which 
recently secured readmission to Prussia, 
absorbed $5,000,000 of this sum. In this 
emergency the exclusion of two great life 
insurance companies from Prussia, the 
Mutual and Equitable, has appealed to the 
self-interest of the government of that 
country in a new light, resulting in the re- 
opening of negotiations which may lead to 
the eventual return of both. The Prussian 
Minister of the Interior has authorized the 
United States Charge d’Affaires at Berlin 
to state that the Mutual Life and Equitable 
will be readmitted at once upon compli- 
ance with the conditions prescribed last 
spring, or if such compliance is impractic- 
able, counter propositions will be consid- 
ered by the Prussian authorities. The 
outcome of this new phase in the long- 
standing Prussian imbroglio will be awaited 
with interest. 


¥ 


The new administration of the National 
Association of Life Underwriters seems to 
have entered 
promptly upon 
its work with a 
determination to continue, and, if possible, 
improve upon the labors of the last two ad- 
ministrations. President Register, Secre- 
tary Mason and Chairman Woodman of 
the executive committee, have without 
delay applied themselves to the task of 
creating interest in established organiza- 
tions, reviving those in a state of decay, 
and in particular inducing the starting of 
hew associations at points not yet covered. 
Especial attention has been directed to- 
ward the’ following places: Burlington, 
Vt.; Denver, Colo.; Galesburg, Ill.; Indi- 
anapolis, Ind.; Jacksonville, Fla.; Mont- 
gomery, Ala.; Norfolk, Va.; Portland, Ore.; 
Richmond, Va.; Rockford, S. C.; Salt Lake 
City, Utah; New Orleans, La.; Dallas, 
Austin and Denison, Texas. 

Circulars have been sent to all the man- 
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agers located in these cities, and their co- 
operation invited in the formation of local 
associations. It is suggested that if diffi- 
culty is encountered in securing united 
action upon the part of all managers, the 
movement can be successfully carried 
through by a few men of force and influ- 
ence, in such a manner as to secure the 
subsequent support of the balance. Presi- 
dent Register makes this interesting asser- 
tion: ‘‘We have thirty local associations 
in our prominent cities; and I believe the 
time will come when any large city that is 
without a local underwriters’ association 
will be considered as badly off asa com- 
munity without churches and schoolhouses. 
The associations elsewhere are making 
competition respectable and should elim- 
inate the bad element in our business, and 


thereby elevate not only the character of 
the work, but the workers.’’ 

The committee on speakers has already 
addressed itself to the task of perfect- 
ing its program for the next annual 
convention, and has invited the co-oper- 
ation of the members of local associa- 
tions in procuring suitable speakers for 
the occasion. 

The committee on topics has recom- 
mended for discussion by local associations 
a number of live questions touched upon 
by President Johnson at Saratoga, among 
them a department of general instruction, 
a bureau of information for the protection 
of general agents, the so-called curb-stone 
broker, twisting, competition and the em- 
ployment of agents already in the service 
of other general agents. 


FIRE INSURANCE 


The situation in fire insurance upon rates 
and losses has improved. There has been 
a cessation of the extraor- 
dinary fire waste met with 
during the early months 
of the year, while the general level of rates 
has advanced. This increase in premium 
income has been secured through specific 
advances made by local rating associations, 
mainly in large cities; and likewise through 
the operation of independent economic 
forces which have enabled many compa- 
nies to demand and obtain rates in excess of 
established tariffs. The failure to secure 
more effectual co-operation upon commis- 
sions has prevented uniform action toward 
meeting the general demand for advanced 
rates. The tariff increases so far made 
have been upon risks where there is little 
or no competition upon commissions, while 
the policy adopted by the great uniform 
commission companies, in taking individ- 
ual action in other territories, without using 
the machinery of the rating associations, is 
one which is calculated to greatly harass the 
open commission companies. There are 
many evidences that most of the uniform 
commission companies are standing to- 
gether in their purpose to take every ad- 
vantage of existing conditions to strengthen 
their position, and induce the open com- 
mission companies to come into line. 


Fire Insurance 
Conditions. 


President Sheldon’s appointment of a 
special Committee of Fifteen from the Fire 
Underwriters’ Union, 
or, as it is usually 
called, the Eastern 
Union, to consider the drafting of a new 
compact is probably due to belief that 
the situation has sufficiently progressed to 
secure greater success than in the case 
of the Committee of Twenty-Seven. 
The Eastern Union is strictly a com- 
mission organization. Unlike the Western 
Union it has no direct control over 
rates. Its membership to-day comprises 
not over one-third of the companies 
doing business in the East. Most of 
the large companies are, however, party 
to the agreement. During the past year 
the possible dissolution of this organiza- 
tion has been freely discussed. A number 
of projects to increase membership have 
been considered, and one or two remedial 
measures have been adopted. At one time 
the graded commission separation rule of 
the Western Union was discussed; but the 
sentiment of Eastern underwriters at that 
time was strongly against it, partly on 
account of the increased expense and partly 
because outside companies so largely out- 
numbered the union membership. It is 
also true that Eastern underwriters de- 
sired to observe the results of the Western 
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Union rule before extending its drastic 
provisions to other sections. At the time 
of the adoption of the Western Union rule 
it was freely predicted by both uniform 
and open commission companies that the 
measure would not last three months; but, 
notwithstanding, the rule has now been in 
force over a year, and the early friction 
following its adoption seems to have largely 
disappeared. At any rate there is no dis- 
position on the part of the Western Union 
to repeal its rule. The contest will be 
continued on the lines laid down in Sep- 
tember, 1899. In view of these facts the 
early opinion expressed in the East in 
regard to graded commissions and optional 
separation, has been greatly modified, and 
it is reported that at the request of Eastern 
underwriters considerable data, showing 
the results of graded commissions and 
separation in the West, has been sub- 
mitted, and will be placed in the hands of 
the new Committee of Fifteen for its con- 
sideration. 


> 


The committee appointed by President 
Sheldon is comprised of the following 
prominent Eastern com- 
pany managers: William 
N. Kremer, Henry W. 
Eaton, George L. Chase, John H. Wash- 
burn, J. Montgomery Hare, E. G. Rich- 
ards, C. F. Shallcross, George W. Burchell, 
James Nichols, Edward Milligan, E. O. 
Weeks, E. C. Irvin, A. H. Wray, E. L. 
Ellison and A. W. Damon. 

The committee has held one meeting. 
It is understood that it proposes to consider 
carefully the important phases of the 
agreement originally drafted by the Com- 
mittee of Twenty-Seven. This will in- 
volve not only rates and commissions, but 
brokerages, multiple agencies and over- 
head writing. Since the failure of the 
Agreement of 1900, the general situation 
has been somewhat clarified by the meet- 
ing of the National Association of Local 
Fire Insurance Agents, at which action 
was taken bearing upon all of these points. 
It will therefore be interesting to note 
what position the Committee of Fifteen 
takes in regard to the questions of sole 
agencies, brokerage and the equalization 
of rates by means of schedules and com- 
bined experience tables. Perhaps of more 
immediate interest than anything else will 
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be its conclusions upon sole agencies. The 
outcome will determine whether or not the 
companies are prepared to endorse the 
sole agency definition unanimously adopted 
by the National Agency Association. 


> 


Since the adjournment of the Western 
Union the question of advancing rates upon 
unprofitable risks has been 
in the hands of the Govern- 
ing Committee. This com- 
mittee has prepared and promulgated new 
schedules covering elevators and packing- 
houses. According to the report of the 
committee on unprofitable classes made at 
Niagara Falls, the classified experience of 
a number of companies showed that ele- 
vator rates should be advanced about fifty 
per cent. and packing-houses seventy. 

The Governing Committee has sent to 
members of the Union a communication 
outlining its position in respect to other 
classes. It states that it does not propose 
to make any flat or horizontal advances, 
believing that this is opposed to public 
policy, and is certain to engender adverse 
legislation. The committee proposes to 
take up and promulgate schedules upon 
other unprofitable classes as soon as pos- 
sible. It is, however, handicapped by the 
fact that its present classification includes 
only the experience of some twenty-two 
companies. It is felt that a much wider 
experience is desirable, and other com- 
panies are being urged to submit their 
figures. The wider the experience, the 
less chance there is that mistakes will be 
made in approximating charges to actual 
cost. 

The committee has been besieged for 
immediate general advances, but far-seeing 
Western underwriters think that the future 
success and prosperity of fire insurance “de- 
mands that more scientific methods be 
used in meeting existing conditions. The 
day of the flat, arbitrary advance is pass- 
ing. The changed attitude of leading 
underwriters upon schedule rating and 
experience tables is one of the encouraging 
signs of the times. It is not unlikely that 
the Western Union’s attempt to advance 
rates upon unprofitable classes will be fol- 
lowed eventually by a reduction of rates 
upon so-called preferred hazards, thus 
effecting much-needed equalization. It is 
also probable that this entire program in 
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regard to rates will be adopted in other 
sections. It is confidently expected that 
this phase of the situation will be consid- 
ered and approved by the newly appointed 
Eastern Union Committee of Fifteen. 


- 


During the past month some substantial 
efforts have been made toward securing 
uniform legislation 
in the different 
States. One of the 
notable features of the recent insurance 
commissioners’ convention was a strong 
prevailing opinion favorable to an at- 
tempted removal of present incongruities 
and inequalities in laws and requirements. 
The drift toward action of this kind was 
quite marked. The question of uniformity 
in State laws has been discussed for years, 
in fact, the convention of insurance com- 
missioners was organized in 1872 for the 
express purpose of securing this harmony. 
At that time, after careful consideration 
and consultation with underwriters, a code 
was drafted by a special committee, cover- 
ing all branches of insurance. But no 
definite results accrued, and these incidents 
have passed out of the memory of most 
underwriters. The agitation, however, has 
again come to the front, and in view of 
changed conditions and the introduction 
of new forces, the outlook is more encour- 
aging than at any time in the past. The 
initiative seems to come from the insurance 
commissioners themselves, whose observa- 
tion from practical experience has brought 
the existing inequalities and inequities 
forcibly to the front. 

The question was introduced by President 
Orear and was strongly supplemented by a 
concise and carefully prepared paper by 
Commissioner Heifner of Washington. He 
reviewed conditions as they related to fire 
insurance, holding that uniform legislation 
was necessary in order to relieve the pres- 
ent distress of the companies, more espe- 
cially by reducing the fire waste and 
encouraging rather than opposing co-oper- 
ation between the companies in the matter 
of rates. He did not attempt to argue in 
favor of uniformity, stating that its neces- 
sity wasalltooclear. It was merely a ques- 
tion of ways and means and obstacles to be 
overcome. In his opinion the trouble lay 
between the company officials, their local 
agents, and State officials, all of whom in 
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the past had been working at cross pur- 
poses. He thought, therefore, that the 
only way to obtain definite results was to 
remove these diffesences. and secure har- 
mony of actiou upon certain well-defined 
lines. The commissioners should take the 
initiative and secure the support of com- 
panies and agents. A union of these forces 
would at least accomplish something. 
¥ 

Mr. Heifner was supported in his position 
by Ex-President Irvin of the National Board 
and by President 
Markham of the Na- 
tional Association of 
Local Fire Insurance Agents. Mr. Irvin 
argued particularly against anti-compact 
legislation, although he differed from Mr. 
Heifner in the substitute legislation pro- 
posed. The companies were willing to 
co-operate with the State departments in 
procuring uniform legislation, but Mr. 
Irvin stated emphatically that unless this 
co-operation could be secured they were 
ready to welcome exclusive national super- 
vision, believing this the only cure for 
legislative and supervisory abuses. He 
suggested that the commissioners seek the 
co-operation of an advisory committee of 
the National Board of Fire Underwriters. 

President Markham of the National 
Agency Association took a special trip 
East for the purpose of appearing before 
the commissioners’ convention, following 
out the suggestion adopted at Milwaukee 
respecting co-operation with the State 
commissioners. He pointed out that an 
endorsement by the agents of any move- 
ment toward uniform legislation meant the 
support of a largé and substantial body of 
voters in the different States. 

He believed it would be possible, after 
conference between committees represent- 
ing the State commissioners and the 
National Agency Association, to agree 
upon a code which, with the united sup- 
port of both agents and commissioners, 
could be passed in many States. 

The remarks of other speakers before 
the convention tended to emphasize the 
need of uniformity, and as a result the 
committee on laws was instructed to sit 
during the coming year, draft a code cov- 
ering important general features and report 
at the next convention. It is not impossi- 
ble that if this committee sits as suggested 
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before the first of January, and advises 
with the accredited representatives of the 
National Board and the National Agency 
Association, that results will be reached 
which will have some influence upon State 
legislation during 1900. 

¥ 


The practice of some of the State depart- 
ments in making wholesale examinations 
State Depart- insurance aes. agen 
ont Nee. or revenue only has re- 

cently been revived, and 
owing to the sagacity and courage of one 
of the company officials, Mr. James G. 
Batterson of Hartford, has resulted in some 
very sensational disclosures. The State 
departments particularly concerned at this 
time are Nebraska and Michigan. In the 
case of the former the examiners, armed 
with a roving commission addressed to 
‘‘whom it may concern,’’ made an extended 
tour through the East, and were able to 
‘hold up”’ a large number of companies 
who preferred to pay the price of an ‘‘ex- 
amination” rather than submit to annoy- 
ing results sure to follow a refusal. In the 
case of Michigan a general examination of 
casualty companies has been made for the 
alleged purposes of ascertaining liability 
reserves. The charges for these examina- 
tions have been extraordinary and unusual. 
In both cases Mr. Batterson seems to have 
been the only official who has declined to 
pay the bills rendered, and submitted his 
case to that great tribunal, the reading 
public. One or two rival companies have 
defended the charges of the Michigan de- 
partment, though not with great zeal. 
The depredations of the Nebraska depart- 
ment, however, have not met with any 
defence in insurance circles. 

These particular occurrences coming to 
the front at this time forced the matter 
upon the attention of the State commis- 
sioners’ convention, and resulted in the 
adoption of a resolution deprecating the 
practice of outside examinations and ask- 
ing all departments to accept the certifi- 
cate of examinations made by the Commis- 
sioner of the State in which the company 
is located, and also recommending that 
where an examination by an outside State 
is deemed necessary, the expense shall be 
paid by the State and not the company. 
Although the convention last year turned 
down a similar resolution, it passed this 


year without a dissenting vote. The public 
sentiment created by the recent disclosures 
was too strong to be ignored. 


¥ 


The annual address delivered before the 
Fire Underwriters Association of the North- 
Tks Trsubie a west, Sept. 26, by John H. 
Pies Cacethecn Adams, of St. Louis, has 

justly attracted wide- 
spread attention for its virile analysis of 
existing conditions. Whether one wholly 
agrees with Mr. Adams’ contentions or not 
he must commend for the striking and 
forceful method of argumentation em- 
ployed. The speaker’s view of the situa- 
tion was decidedly optimistic. He believed 
that an exaggerated tone of pessimism had 
gradually undermined the courage of 
underwriters and helped in part to create 
the crisis so universally deplored. He con- 
tended that the mental condition of many 
leading underwriters had created a panic, 
amounting practically to a ‘‘ reign of ter- 
ror,’’ wholly unjustified by the facts. 

To illustrate his point, he cited the case 
of a prominent company manager who 
complained that for some time back his 
company had made money only on bank- 
ing, when, upon looking up the records of 
the company mentioned for twenty years, 
the actual underwriting results were as 
‘‘ gratifying as they were extraordinary.” 
Of its large capital less than one fourth had 
been paid in cash, the balance being de- 
clared out of underwriting profits. Its 
premiums during the twenty years had 
paid losses, expenses and dividends, in- 
creased its capital stock, and added a 
quarter of a million beside to net surplus. 
Notwithstanding this record, the manager, 
as the result of a short period of adversity, 
had ‘‘ worried himself into believing that 
things were ‘going to the dogs,’ and had 
made himself at once a martyr to, and a 
missionary of, fear.’’ 

A more striking illustration of the con- 
tention that fire insurance conditions are 
not so bad as painted, was made by a compar- 
ative presentation of the progress of fire 
insurance companies reporting to the Mis- 
souri department. Mr. Adams showed 
that out of 115 American companies doing 
business in that State, Dec. 31, 1873, twenty- 
six years later 41 were “‘ still doing business 
at the old stand.””’ The comparative figures 
of these 41 companies shown are as follows: 
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1899 
$33,500,000 
161,118,000 

67,531,000 
53,300,000 


1873 
$19, 500,000 
51,500,000 
34,400,000 
5,900,000 
This, Mr. Adams pointed out, was an in- 
crease of 72 per cent. in capital, 212 per 
cent. in assets, 96 per cent. in premium in- 
come and 803% per cent. in net surplus. 
With this record, he asked, ‘‘ Why should 
one disastrous year or two unnerve us? 
What protected industry has done better 
in the same years? ’”’ 
a 
But, withstanding this optimistic view, 
Mr. Adams admits that there is something 
‘“‘wrong’’ with fire un- 
derwriting ‘‘some- 
where.’’ He does not 
think it is losses, because the average rate 
of burning per $100 at risk has not in- 
creased ; nor expense, because ‘‘ whatever 
expense is necessary to get the business, 
the business is able to bear and pay for.’’ 
Neither does he think it is low rates, for he 
contends that the average annual rates are 
high enough. But he does believe that 
there is a constant loss to the companies 
resulting from the extended writing of term 
policies. Upon this point he says: ‘“T'wenty- 
five years ago your annual premium re- 
ceipts were equal to 90 per cent. of the pre- 
mium on the whole amount at risk ; in 1899 
your annual premium receipts were only 39 
per cent. of the premiums on the whole 
amount at risk. In 1873 your annual pre- 
mium receipts carried the amount at risk 
13 months; in 1899 your annual premium 
receipts had to carry the amount at risk very 
nearly, if not quite, 30 months. In 1873 you 
had to pay the losses in 13 months’ business 
every 12 months; in 1899 you had to pay the 
losses on very nearly 30 months’ business 
every I2 months. You spread your pre- 
miums out too thin, and they could not carry 
the load that 1899 piled on them. There is 
but little difference in the rates on the busi- 
ness written. Five Hartford companies 
showed an annual rate of 1.216 per cent. in 
the 5 years, 1873-1877; from 1895 to 1899 they 
showed 1.163, a loss of only 4.4 cents per 
$100. Four New York companies showed 
a rate of .g989 per cent. in 1873 to 1877; 
they now show .945 per cent., a very small 
loss of less than 5.4 cents. Five Western 
and 3 English companies that showed 1.59 
and 1.29 respectively in 1873 to 1877, now 
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show 1.24 and .go cents respectively. The 
combined averages of these 17 great com- 
panies in 1873 to 1877 was 1.175, and in 
1899, 1.053 (a reduction of 10.4 per cent. in 
rate on risks written), but the average ratio 
of the annual premium to the amount at 
risk was in 1873 1.05 cents, and in 1899 
only .73 cents,—a reduction of 30.5 per 
cent. in ratio of premiums to premiums on 
amount at risk. There you have the secret 
of your distress. You have discounted the 
vast improvements of a quarter of a century 
or more; you have done it, not by lowering 
rates, but by extending the term, and 
while you could have safely extended the 
term to a certain limit, following the re- 
duction in the loss ratio, you have, in 
your enthusiasm, extended too far, for you 
can’t pay an extraordinary loss on 30 
months’ business with the ordinary pre- 
mium of 12 months, and that is what you 
have been trying to do.’’ 

Mr. Adams’s contention in regard to term 
rates will unquestionably find many sym- 
pathizers among underwriters. The in- 
crease in term business shown is a striking 
one, and deserves careful consideration. 
We can agree entirely with the proposition 
that the apparent low ratio of premiums to 
risks, shown in standard statistical publi- 
cations, is due in part to the increased writ- 
ing of term business. It is a fact that dur- 
ing rates wars it has of late become the 
custom to write a large volume of business 
at low rates for a term of years with a non- 
cancellation clause. This practice tends 
to play havoc with statistics upon which 
we have been accustomed to depend for 
enlightenment as to the economic tenden- 
cies of the business. The general level of 
rates is to-day far too low to provide fora 
normal rate of burning, and it may be that 
a partial restriction in the matter of term 
rates would not only be justified by the 
actual cost of insurance, but would furnish 
all the increase in premium income neces- 
sary to meet the deficiency. But in the 
absence of classified statistics it is impossi- 
ble to reach any general or specific conclu- 
sions thereon which would be accurate. 


> 


The agitation in favor of a discriminat- 
ing tax upon foreign fire insurance com- 
panies has been re- 
newed in Wisconsin, 
by the local compa- 


Discriminating Tax 
Agitation Renewed. 





Review of the Month. 


nies of that State. The different phases of 
this proposition have been so thoroughly 
discussed in the past that it has practically 
no supporters from an economic point of 
view. The proposition in the present, as 
well as past instances, is advanced solely 
as a measure of retaliation. In this case 
the retaliation proposed is against those 
companies which, it is alleged, were mainly 
responsible for the recent action of the 
Western Union in adopting its graded-com- 
mission-separation rule. This attempt to 
enlist the sympathies of the State will be 
cited as another evidence that the new rule 
has been more injurious to non-union com- 
panies than they have cared to admit. 
The arguments presented in favor of the 
proposed tax are such as to preclude intel- 
ligent consideration. The Wisconsin com- 
panies rely almost entirely upon statements 
made by a politician, connected for a short 
time with the Minnesota State insurance 
department as commissioner, who was un- 
qualified from his knowledge of the busi- 
ness to present a rational argument upon 
this question. 

The attempt to fight the foreign com- 
panies through the medium of a discrim- 
inating tax never has and never will be 
conducted on economic lines. The weak- 
ness of the case has been such that the ad- 
vocates of the tax have, by the necessity of 
the case, been compelled to resort to mis- 
leading statements and an appeal to class 
prejudice. The American companies as a 
whole are opposed to such un-American 
competitive methods. 


ss 


Since the annual convention of the Na- 
tional Association of Local Fire Insurance 
Agents, at Milwaukee, 
interest in the agency 
movement among 
both agents and company officials, as well 
as field men, has steadily increased. The 
association has shown itself to be upon such 
a firm foundation and so well qualified to 
handle large problems conservatively, that 
the hesitation formerly shown in endorsing 
the movement is rapidly disappearing. 
Local agents throughout the country, 
heretofore indifferent, have had their in- 
terest awakened. Company managers and 
insurance papers, which in the past have 
adopted a tone of criticism, have greatly 
modified their attitude, while field men 
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who have waited to see what the policy 
of the companies might be, are now begin- 
ning to lend their influence toward pro- 
moting the agency movement. 

The comment which has been heard 
upon the recently adopted platform of the 
National Association has been almost uni- 
formly commendatory. Some slight criti- 
cism has been passed upon the brokerage 
rule. One or two companies which have 
large brokerage connections fear that they 
may suffer by an enforcement of the new 
rule. It is interesting to note, however, 
that although some verbal objections were 
made to the adoption of a similar rule by 
the Western Union, yet upon roll call this 
rule was passed without a dissenting voice. 
This indicates that none of the companies 
are prepared to oppose any policy which 
the agents believe'to be for their best inter- 
ests. The new platform of the National 
Association does not in any way interfere 
with the operations of legitimate brokers. 
It merely places non-resident brokers and 
resident agents upon an equal footing in 
their relations to the companies. The 
Western Union’s new rule is as follows: 

‘*No member shall accept a risk either 
direct through his agent or by reinsurance, 
for any one securing control of a line in 
whole or in part by such practices, not- 
withstanding that portion of the line offered 
to said member shall be at full tariff rates 
and under proper forms. When suspicion 
shall rest upon any transaction and com- 
plaint made to the Governing Committee, 
it shall be the duty of a member writing 
any part of such line to satisfy the Govern- 
ing Committee that the rate was not re- 
duced by rebate or otherwise, and it shall 
be the duty of the Governing Committee to 
investigate any complaint thus made, and 
its ruling in the matter shall be final.”’ 

This rule is made a part of the rule gov- 
erning the observance of rates, and the re- 
sult of its application to actual instances 


. coming within the scope of its phraseology 


will be awaited with interest. The Chicago 
board is the first local organization to en- 
dorse the National platform by adopting 
a non-resident brokerage rule on the lines 
laid down, and providing for the payment 
of ten per cent. brokerage. 


* 


The sole agency definition has thus far 
been handled with tongs. The proposition 
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The Sole Agency is so advanced and the 
Didciinn interests involved are 

so large that there isa 
notable hesitation in approving this partic- 
ular proposition. At the same time there 
is no disposition to criticize it, from which 
it might be concluded that the definition is 
a logical outcome of the agitation in regard 
to annexes. In attempting to solve the 
problem of multiple agencies by adjusting 
the annex question at the same time, the 
National Association had the endorsement 
of the Committee of Twenty-seven. Both 
association and committee undertook to 
formulate a rule which would cover multi- 
ple agencies and annexes, the former by 
establishing a single agency system for 
all parent organizations, the latter by 
authorizing a dual system for all companies 
having no annexes. It now remains to be 
seen whether the single agency companies 
are prepared to accept the rule adopted by 
the National Association, and to urge uni- 
form action in accordance therewith. We 
probably reflect the situation accurately in 
saying that the single agency companies 
accept the sole agency rule as a correct 
definition of general principles,‘ but are 
not yet ready to advocate the application 
of this principle toall companies maintain- 
ing the so-called annexes. 


¥ 


The agency movement was quite fre- 
quently mentioned at the recent annual 
meeting of the 
Fire Under- 
writers Associ- 
ation of the Northwest. Among others 
Mr. John F. Hubble, of Chicago, made the 
following interesting statement which we 
reprint because it suggests a line of policy 
for the National Association which is sure 
to excite discussion : 

‘“The Local Agents Association comes at 
an opportune time. We welcome it as 
a co-worker in the, just now, all-important 
task of enlightening the public, and thus 
bringing about the repeal of the vicious 
and extravagant legislation that is now 
burdening the property owners and the 
companies. The organization is on trial; 
its every act will be scanned and criticized 
because its possibilities for good are so 
great. Wisdom comes from counsel, and 
conservatism with responsibility. The 
foundation laid is deep and broad, and its 


An Advanced Proposition 
for Agents to Consider. 
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growth and power is only limited by the 
amount of confidence inspired by the wis- 
dom of its actions. It is the tribunal that 
will finally settle the commission ques- 
tion, multiple agencies, and brokerage. It 
stands for the same principles that the 
company organization represents. It seeks 
equity, uniformity, and stability in rates, 
forms, and practices; so does the company 
organization. It desires the blotting out 
of that relic of barbarism,— the rate war, — 
so does the company organization. It has, 
by resolution, declared for the principle of 
organization, though the fact of its exist- 
ence makes this almost unnecessary. Its 
birth marks a distinct epoch in the social 
advancement of the business. The next 
time it is called upon as a friendly power 
to mediate between a company, seeking to 
destroy the business in a given city, and its 
members, it will, without doubt, consider 
and protect the interests of innocent com- 
panies as well as the guiltless agent. If 
the lion and the lamb are to lie down 
together, the lamb should be on the out- 
side: The local agent will say whether 
the doctrine that the resignation of an 
agent is justification for a rate war, is the 
true one. These questions are before the 
Agents’ Association, and upon the verdict 
will depend the extent of its future power 
and usefulness.’’ 

Mr. Hubble’s proposition is capable of 
effective argumentation upon both sides. 
It might be too much for the National 
Association to say that an agent should be 
protected in every case where he resigns a 
company. It is possible that such a broad 
application would, in some cases, result in 
injustice. There can be no doubt, how- 
ever, that the moral sentiment of the 
agents should rightly be registered against 
any company which, on account of differ- 
ences with agents or competing companies, 
undermines the entire business of a com- 
munity by a general rate war. In fact, the 
agency forces have already spoken indi- 
rectly upon this question, and the restrain- 
ing effect of their position is perhaps as 
potent as positive action would be. 


> 


The new executive officers of the National 
Association have taken hold of their work 
with zeal, and show a 
disposition to admin- 
ister well the large 


Influence of Agents 
on Legislation. 
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interests placed in their hands, and to in- 
crease the influence and prestige of the 
association. One of the chief efforts of the 
new administration will be to increase the 
membership. Having a solid foundation, 
they propose to rear the structure. The 
agencies in larger places are already well 
represented. The problem now is to reach 
the agent in the smaller places, to whom 
the success of the movement has not ap- 
pealed as yet with its full force. In this 
work the officers of the association expect 
substantial assistance from company offi- 
cials and field men. 

During the coming year some practical 
attempts will be made to use the strength 
of the organization for defeating adverse 
legislation and securing the enactmeut of 
better laws. In some States the local asso- 
ciations have already taken hold of the 
matter by ascertaining the views of legis- 
lative candidates upon the various insur- 
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ance questions likely to come up for 
consideration. The opinion quite gen- 
erally prevails among the officials of both 
local and national associations, that this 
method of procedure should be adopted in 
every State where local organizations exist. 
It is thought that this is a very practical 
and satisfactory way of making the political 
power of these organizations felt. 
didate for election can object to being 
questioned upon these points, and the 
chances are that when the matter is ex- 
plained they will gladly pledge themselves 
to co-operation with the local agents, 
rather than risk the loss of votes which 
might endanger election. The modern 
politician can be more quickly and effec- 
tively touched through the influence of 
votes than in any other way. Strike at 
the root of the politician’s power and 
much of the adverse legislation can be 
stopped. 


No can- 





THE ONE-YEAR TERM RESERVE. 


Discussion of This Important Problem Before the Convention of State Insurance 
Commissioners. — Actuary McClintock Restates His Position. 


Mr. D. Parks Fackler, who has acted as 
consulting actuary for companies desiring 
to use the one-year term reserve, asked 
permission to read a paper upon this ques- 
tion which he had prepared. He took 
issue with Actuary Emory McClintock’s 
position as outlined in a recent communi- 
cation to the editor of INSURANCE Eco- 
NOMICS. He said: 

‘‘Late last spring and early in the sum- 
mer, there was an extended and somewhat 
heated discussion on the subject of ‘one- 
year preliminary term’ valuation. I will 
not at this time attempt to deal with the 
entire subject, but desire to discuss a cer- 
tain general rule for net valuation which 
was stated at that time, and which, if cor- 
rect, has an important bearing, not only 
on the valuation of one-year preliminary 
term policies, but also on the valuation of 
several other kinds of policies, which have 
been otherwise valued for over thirty years 
past. The rule referred to was stated in a 
somewhat informal manner, but, as it was 
quoted directly in one insurance depart- 
ment’s report and appears to have some- 
what influenced another department’s re- 
port, it becomes important to consider the 
same just as though it had been stated in 
an entirely formal manner. 


“The rules for governmental net valua- 
tion, in my opinion, are conventional, 
rather than scientific, and are not fully 
defined by the laws of any of the States, 
and I do not think that they can be said to 
to be fully ‘laid down in the texrt-books’ and 
‘embodied in the laws of the States.’ Cer- 
tainly I have not been able to find any- 
where any such rule as referred to above, 
or any statement of principles justifying 
such a rule, though I will admit that in 
some cases there might be a scientific pro- 
priety in applying such a rule to some 
extent, and I think that nearly all ex- 
perienced persons with unbiassed minds 
must admit that the sole idea of govern- 
mental net valuation has been to examine 
whether the actual premium payable was 
larger than the net premium required by 


the contract or series of contracts involved 
in the policy, regardless of how large the 
premium might be. This can be proved 
by showing the practice of the insurance 
departments for the last thirty or forty 
years. 

‘‘The informal statement above referred 
to says: ‘If insurance for life is secured by 
a contract,’ it should be treated ‘as insur- 
ance for life, even though the contract 
should describe it as composed as two suc- 
cessive insurances, the first for the term of 
one year, and the second for the remainder 
of life.’ There is no objection to this state- 
ment, for that mode of valuation could 
have been applied to all the peculiar pol- 
icies above referred to as well as to one- 
year preliminary term policies, without 
doing any injustice. The gist of the ques- 
tion is really in the following : 

‘‘«The reserve consists of the net single 
premium at the time of valuation, less the 
value of the future net premiums. The 
net premiumis are determined by reference 
to the gross premiums receivable from the 
beginning to the end of the contract. If 
these vary in accordance with an obvious 
mathematical law, the net premiums must 
be taken to vary in accordance with the 
same law. If the gross premiums vary 
without visible law, the net premiums 
must be taken in proportion to the gross.’ 


‘‘In the above rule it is assumed that 
there should generally be some uniform 
method of loading discoverable by the offi- 
cial making the valuation, but it can easily 
be shown that on a very large proportion 
of the variable premium contracts, or con- 
tracts under which the insurance is varied, 
there is no uniform percentage or basis of 
loading, when compared with the State 
standard, and this follows almost from the 
necessity of the case, for the standards of 
valuation have varied at different times 
and also in different localities.’’ 

Mr. Fackler then cited a number of 
instances in which he claimed that this 
inconsistency was apparent, notably in the 
case of ten-year term policies issued by 
the 2Atna Life. In conclusion he said: 

‘‘Many other cases ‘might be cited to 





The One-Year 


show that State Insurance Departments 
have never followed the mode of valuation 
which would be required by the rule above 
referred to, and inasmuch as the principles 
of State valuation can only be determined 
by reference to actual practices, I think 
that it is entirely clear that the above rule 
is not correct as a statement of the basis of 
State valuations, though in some cases of 
valuations for company purposes its scien- 
tific propriety may be admitted. 


Term Reserve. 
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‘The rule under examination seems to 
assume that companies are legally bound 
to load their premiums uniformly for each 
year that they are payable; an assump- 
tion which seems to be without legal 
foundation, and also without justifi- 
cation, inasmuch as every one recognizes 
that it would be desirable, if practicable, 
to have a larger expense margin in the 
first year, when the expenses are far the 
heaviest.”’ 


Actuary McClintock Discusses Mr. Fackler’s Statement. 


The following correspondence explains 
itself: 


Boston, Oct. 5, 1900. 


Mr. Emory McClintock, Actuary, New York 

City. 

DEAR Sir: As you have doubtless noted 
Mr. Fackler took issue with you upon cer- 
tain questions of valuation, before the re- 
cent convention of insurance commis- 
sioners. We arerepublishing his comment 
in the October number of INSURANCE 
ECONOMICS, and as your statement which 
he criticizes originally appeared in this 
magazine, we shall be glad, if you con- 
template making a reply, to publish the 
same in connection therewith. 

Very truly yours, 


HENRY H. PutTNAM, Publisher. 


NEw YorK, Oct. II, 1900. 
Mr. Henry H. Putnam, Boston, Mass. 


DEAR SiR: Yours of October 5 is re- 
ceived. The system of net valuation is a 
good one for company purposes, when 
companies can afford it, and I have never 
used any other. I have never approved its 
incorporation in the laws of Massachusetts 
and other States as a test of solvency. It 
was, however, so incorporated in the laws 
over thirty years ago, and if departments 
here or there have since then for any rea- 
son deviated from them, their deviations 
cannot alter the original meaning of the 
law, although, of course, the more the 
legal system is mangled in practice the 
sooner it is likely to end as a legal system. 

That in applying the system of net valua- 
tion the net premium should follow the 
gross — as explained by me in my letter to 


you last spring — was the recognized rule, 
in the absence of any other rule, when the 
net system was legalized, and I do not per- 
ceive that, in the paper to which you call 
my attention, Mr. Fackler has proposed 
any substitute for it. 

There are, of course, certain cases in 
which the customary rule for determining 
the net premium cannot be employed. 
The exceptional cases were well known to 
actuaries when the first law was passed, 
and are well known to-day. It is scarcely 
necessary to refer to them, but since this 
matter has attracted more attention than I 
supposed likely when I wrote you before, 
it may be as well to mention them now. 
The mathematical net premium deter- 
mined by the regular rule from the gross 
premium cannot be used when (1) the load- 
ing is insufficient, or (2) it results in pro- 
ducing what is called a negative reserve, 
that is to say, a reserve less than nothing. 
Thus a twenty-year term policy insuring 
$10,000 during the first ten years and $5,000 
during the remaining ten years does not 
permit of a uniform net annual premium 
for the whole premium, whether the gross 
premium is uniform or not, because it 
would result in a ‘‘negative reserve.’’ The 
net premium for the first ten years should 
be sufficient to cover the contract for that 
period, and the net premium thereafter 
should be such as to cover the remainder 
of the coritract. A valuer under the net 
system may also have to deal with an am- 
biguous contract, that is to say, one which 
costs the company more under one clause 
in a certain contingency, or under another 
clause in some other contingency. The 
department actuaries are, I believe, rightly 
accustomed to meet such ambiguous cases 
by charging against the company the high- 
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est reserve necessary to provide for any 
possible contingency. The case of a life 
policy providing uniform insurance for a 
uniform premium, but containing a “‘ one- 
year term clause,’’ is not ambiguous nor 
optional, and does not involve either an 
insufficient loading or a negative reserve, 
and under the legal net system is therefore 


Position of the New 


In the course of an address upon the 
‘‘Management and Methods of Conduct- 
ing Insurance Department Business,’’ Mr. 
Henry D. Appleton, Second Deputy of the 
New York Insurance Department, outlined 
the position of that department on the one- 
year reserve as follows: 

‘*One of the principal duties of the insur- 
ance department consists in determining 
the policy liabilities of the life insurance 
companies of our State, and of those com- 
panies of such other States as do not ex- 
change certificates with New York State. 
This is made mandatory by section 84 of 
the Insurance Law, which says: 

‘««The superintendent of insurance shall 
annually make valuations of all outstand- 
ing policies, additions thereto, unpaid divi- 
dends, and all other obligations . . . upon 
the net premium basis.’ . . 

‘* The section of the law which prescribes 
the foregoing gives the superintendent dis- 
cretionary power in the case of companies 
from foreign countries, and in particular 
cases, of invalid lives and other extra haz- 
ards, to vary the standards of interest and 
mortality, and to calculate values by net 
premiums or otherwise. The next succeed- 
ing section provides that: 

‘«* When the actual premium charged for 
an insurance by any life insurance corpora- 
tion doing business in this State is less than 
the net premium for such insurance com- 
puted according to table of mortality and 
rate of interest prescribed in this article, 
such corporation shall be charged as a 
separate liability with the value of an an- 
nuity, the amount of which shall equal the 
difference between such premiums, and the 
term of which in years shall equal the 
number of future annual payments due on 
such insurance at the date of the valua- 
tion.’ 

‘« These two sections constitute the Insur- 
ance Law of New York in relation to the 
valuation of life policies, and nowhere in 
the law is the superintendent directed to 
value policy contracts in any way other 
than is justified by their own terms. 
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to be valued as an ordinary life policy, un- 
less indeed a court of law decides that the 
insertion of the ‘‘one-year term clause’”’ 
can change an ordinary life policy into 
something different. 


Yours truly, 


Emory MCCLINTOCK, Actuary. 


York Department. 


‘‘Nor is the superintendent directed to 
inquire as tothe amount of premium paid 
so long as the gross premium charged by a 
company is not less than the net premium 
required to enable the company to carry 
out its contract. 

‘It is a well-known fact that the competi- 
tion for business among the life companies 
has become so keen and, consequently, the 
commissions to agents have been so in- 
creased, that the expense of procuring new 
business practically consumes the first 
year’s premiums, for which reason Dr. 
Sprague, of Edinburgh, one of the highest 
living authorities, has proposed that the 
reserves on ordinary life policies should 
begin to be accumulated out of the second 
premium. 

“In industrial insurance, the commis- 
sions are commuted by purchase outright 
from the agent, and, so far from being able 
to put up first year’s reserves, several years 
must elapse before the company is able to 
make itself whole on its investment. 

“Dr. Sprague’s proposition has been 
followed by various other ideas from the 
actuaries and underwriters of this country 
looking to the same end, and a proposition 
has even been made to value all policy 
contracts, irrespective of their terms, as 
one-year term assurances for the first year. 
A better method of reaching this same 
result has been arrived at; that of making 
the first-year term insurance by the con- 
tract itself. The New York department 
has no desire, nor authority, to interfere 
with the right of private contracts. It 
does not deny ‘the right of a company to 
embrace in a single contract the terms and 
conditions which could not be disapproved 
if contained in two separate policy con- 
tracts —one a term policy for a single year, 
with a provision affording the assured the 
privilege of accepting at its termination 
the second policy with its premiums com- 
puted on a basis of difference in age of one 
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year, in consideration of a sufficient excess 
of premium having been paid for a term 
insurance the first year.’ We believe that 
this class of policies should be valued ‘ac- 
cording to the conditions of the contract 
made by and between the company and the 
insured, and for the laudable purpose of 
assessing the cost of obtaining membership 
in a company on the applying member.’ 
The position of the New York department 
in the matter of the valuation of this class 
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of policy contracts of life insurance com- 
panies is summarized by our actuary in a 
letter writtenon June 12 of this year to the 
editor of The Chronicle Company, reading 
as follows: 

‘*** Replying to your favor of the 9th in- 
stant, would state that, where by the terms 
of the policy contract the valuation should 
be that for one-year term insurance, this 
department charges such a reserve value 
against the policy.’’’ 


Mr. Fricke Opposes the Device. 


Mr. William A. Fricke, ex-insurance 
commissioner of Wisconsin, discussed the 
relations of the insurance commissioner to 
the policy-holder, and in connection there- 
with said : . 

‘*Mutuality and actual cost in life insur- 
ance should be synonymous; there cannot 
rightfully be one without the other, and 
neither can be attained without such pru- 
dence as will prevent encroachment on the 
funds of others, nor without such economy 
as will provide that each new policy pay 
its own cost. True mutuality and perfect 
equity also demand that as soon as each 
policy’s share of the surplus can be deter- 
mined, such excess and profit shall be re- 
turned to the policy-holder, or be credited 
to the policy as a liability to the holder or 
his beneficiary. 

‘It was wandering away from these sim- 
ple truths that gave rise to excessive com- 
missions and expenses, rebating, and first- 
year term insurance. 

‘‘ Admitting every argument of the advo- 
cates of ‘first-year term insurance,’ is it 
not after all a makeshift and dealing un- 
fairly with the policy-holder? It does not 
change the conditions of competition, ex- 
cept to aggravate them, and if ‘one-year 
term’ is the remedy, the solution of the 
problem of a still more aggravated compe- 
tition is to simply extend the term insur- 
ance period as the necessities of the case 
may require. 

‘Is not this ‘first-year term insurance’ 
plan clearly a violation of the anti-rebate 
laws when ‘insurants of the same class 
and equal expectation of life’ are charged 
premiums differing in amount for such 
term insurance? It must be, if on an ordi- 
nary life policy, in which the first year is 


made term insurance, the rate differs from 
the regular term premium, or if on a 
twenty payment, the first year’s premium 
differs from both, and in ‘each case, no 
more than ordinary one-year term insur- 
ance is given. 

“IT do not in any way discuss or consider, 
whether or not these contracts should be 
valued by an insurance department as first- 
year term; I contend only that this plan 
is not a remedy for the condition which 
created such demand. The fact that the 
small and new company cannot otherwise 
compete with the -excessive commission 
cost of obtaining business, or if you please, 
enable the agent to meet rebate offers 
which may be made by the competing 
agent, does not alter the fact, that the 
insurant is charged more than would be 
required, had he applied for a term policy. 
And, whatever may be the merit of such a 
plan from the company’s standpoint, the 
plain unvarnished fact is, that in most 
cases the insured has been mislead into 
taking a contract for which he is compelled 
to pay far in excess of the cost for the 
same kind of protection, and which, had 
he known what it was, he never would 
have taken. If the application is silent as 
to the first year being term insurance, and 


unless specially explained by the agent, 


the applicant is hardly apt to know of the 
provision to be placed in his contract. 

“‘If anti-rebate laws were not such a 
farce and had not proven so ineffective, 
the ‘first-year term’ problem might easily 
be disposed of, but at the best, ‘first-year 
term’ is only a makeshift and not the 
remedy for the excessive commission cost 
and competition in the life insurance 
business.’’ 
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CLASSIFICATION AND SCHEDULE RATING. 


Correct Rating Dependent upon Combined Statistics and Adequate Schedules. 


By JosEpH S. IRVING. 


There are two practical ways of reducing 
fire insurance to a more permanent and 
more business-like basis. One is to throw 
all rates open to general competition. This 
means of reaching an end, although in 
strict accordance with the broadest princi- 
ples of commercial policy, will not be con- 
sidered. The desired result, however, may 
be attained by the improvement and utili- 
zation of ways and means which are 
simple, available and practical. These 
are: 

1. The agreement upon a uniform and 
universal system of classifying risks, and 

2. The employment of identical classi- 
fication sheets by all fire companies, and 

3. The extension of schedule rating 
from basic average rates resulting from 
classification. 

Under the reciprocal and simultaneous 
action of these agencies fire underwriting 
can be degenerated in ten years. The 
correct adjustment of. rates to hazard by 
means of the schedule, necessarily pre- 
supposes a definite notion as to the amount 
of income required from each particular 
class; consequently classification should, 
as a natural move, precede schedule rating. 
Classification deals with risks in the aggre- 
gate; schedule rating deals with risks in 
the concrete. Classification gives the aver- 
age cost of writing all insured risks in a 
specific class; schedule rating apportions 
that cost equitably among the component 
factors which, collectively, constitute the 
class. While classification and schedule 
rating perform separate functions in the 
economy of underwriting, they are, in 
reality interdependent complements of 
each other. 

While opinion is virtually unanimous as 
to the comparative value of deductions 
from uniform classification, doubt appears 
to exist as to the absolute value of such 
information, with reference to individual 
risks. One authority asserts that no com- 
pany can show from its classification sheets 
the cost of insuring an individual risk. 
Granting this to be true, it proves nothing 
against a perfected system that will give 


results different from those obtainable 
from the sheets now in use. His criticism 
of present classification sheets is doubtless 
warranted ; but nocriticism, from whatever 
source, can affect the abstract principle of 
classification, a principle without which 
the acquisition and diffusion of scientific 
knowledge would be impossible. His 
other statement that risks in the same 
class differ as widely in size and quality as 
coats in a clothing store, while true, has 
no bearing on the potential results flowing 
from the application of the’ principle in 
question. The rating schedule compre- 
hends all sizes and all qualities. The 
nicety with which this invention adjusts 
itself to existing conditions requires no 
explanation here. 4 

This same authority admits that classifi- 
cation does give average results. That is 
precisely what is wanted. Given average 
rates established on actual experience, in- 
stead of figures representing arbitrary 
assumption, and subsequent deductions 
will be logically correct and, so far as they 
extend, mathematically true. The radical 
mistake heretofore has been the employ- 
ment of discretionary ‘“‘minimums”’ in lieu 
of verified averages as a base or starting 
point for specific rating. Herein lies an 
explanation of past failure. There is not a 
so-called standard risk in existence which 
cannot be materially improved; hence the 
‘‘minimum ”’ of to-day is to-morrow a vari- 
able and unknown quantity. Strictly 
speaking there are no minimums; rates 
named as such being merely the expres- 
sion of surmise or caprice. An enduring 
foundation of fact is the indispensable 
requisite of scientific procedure. As aver- 
ages are the only unquestioned facts ob- 
tainable, correct rating must, of necessity, 
begin there. 

Averages may produce minimums, but 
minimums cannot produce averages. 
Not minimum, but average rates should 
and will be the future criterion of 
risk-measurement. An average rate is 
the aggregate premium income of all 
companies from all risks of a given 
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class, divided by the whole number of 
insured risks in that class. The relations 
subsisting between actual rates paid and 
the number of risks insured are, with 
respect to averages, constant and inter- 
changeable. Assuming the average rate 
on wall paper manufactories to be one and 
one-quarter per cent., a company must 
have 112 such risks for the full period of a 
year, or carry one such risk 112 years 
(making no allowance for interest earned 
on premiums paid in advance) before the 
class yields a net sum sufficient to pay one 
total loss.. Developed, this example be- 
comes more interesting, especially when 
as in the case just cited the whole number 
of risks in a given class is less than the 
number required by the rate paid to con- 
stitute an ‘‘average,’’ in the sense here 
intended. How many companies, believ- 
ing in averages and writing wall paper 
factories are aware that in the United 
States there are less than 60 such estab- 
lishments? On the estimate just used, 
classes paying an average rate of 


1 % for one year must furnish 140 risks for one 
year, or one risk for 140 years. 

% % for one year must furnish 280 risks for one 
year, or one risk for 280 years. 

\ % for one year must furnish 560 risks for one 
year, or one risk for 560 years. 


Schedule Rating. 
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1% for three years must furnish 420 risks for 
one year, or one risk for 420 years. 

% % for three years must furnish 840 risks for 
one year, or one risk for 840 years. 

15 cents for three years must furnish 2,688 risks 
for one year, or one risk for 2,688 years. 

1o cents for five years must furnish 7,200 risks 
for one year, or one risk for 7,200 years. 


The final illustration is no fanciful crea- 
tion. Ten cents for five years, less 35 per 
cent. brokerage, is the actual rate at which 
several large companies have recently 
issued their policies on ‘‘ fireproof’? mer- 
cantile and office buildings in New York 
City. 

The best means by which a common and 
identical system of classification can be 
perfected, adopted and put into universal 
operation deserves careful deliberation. 
Nothing produces nothing; right begin- 
ning is essential. All compilations of this 
character, so far examined, are quite in- 
adequate, including that very ingeniously 
arranged, but incomplete and impractical 
list submitted by Mr. A. F. Dean in his 
highly instructive volume on fire rates. 
Undoubtedly the work should be under 
the supervision of the National Board, the 
scope of which may be seen by a glance at 
the following table: 


FIRE INSURANCE. 





Physical Hazard. 


Moral Hazard. 





Financial 
Strength. 


Causes 
of Fires. 


Number 
of Fires. 


Personal 
Reputation. 





CLASSIFICATION. 


SCHEDULE RATING. 





Cities. 


| 





Schedule 
Compilation. 


Schedule 


Country 
Revision. 


Property. 








Enumeration 
of Hazards. 
Definition 

of Hazards. 








Co-insurance. 
Expos. Hazard. 
Sane 
Hazard. 


Construction. 
Occupancy. 
Management. 
Protection. 


Classification 
of Hazards. 
Subdivision * 
of Classes. 





AVERAGE RATES ON 
SPECIFIC CLASSES. 





EQUITABLE RATES ON 
INDIVIDUAL RISKS. 





Losses. 


Expenses. 
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The advantages of classification by states 
be manifest to all. Definition of 
hazard should be as specific as possible, 
the language used being precise, concise, 
and capable of but one interpretation. 
This method of definition should be ex- 
tended to and cover all 
ambiguity exists, or where confusion may 
arise as to the exact class in which a par- 
ticular risk belongs or to which particular 
losses should be charged. As little as pos- 
sible should be left to the discretion of 
agents or examiners. 

As to the enumeration of hazards, the 
list should include the name of every 
ascertainable occupancy, manufacturing 
process and insurable interest possessing 
distinct, inherent characteristics. Simi- 
larly, the number of classes should be 
limited only by the number and variety of 
hazards as they exist. If a new manufac- 
turing process be discovered, or an old 
one so developed as to bring it into gen- 
eral use, such as the production of calcium 
carbide and acetylene gas, give the new 
process a class number and keep a record 
of its destructive effect on property. As 
the commissions paid to agents and brokers 
and the expenses incurred for schedule 
rating affect the figures from which aver- 
age rates are deduced, these subjects as- 
sume important proportions and clearly 
fall within the cognizance of symmetrical 
classification. 

It has been urged that the expense of a 


must 


cases where 
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systematic classification would be ‘‘ beyond 
computation.’’? As most companies already 
maintain departments of this nature, the 
difference in the cost of doing a thing 
right and doing it wrong should not be 
excessive. Moreover, the expense, great 
or small, will be borne by the assured. 

Owing to the successive triumphs of 
State legislation, official prudence must 
surely realize the unwisdom of perpetuating 
a contest so unequal. So, too, will internal 
differences and natural diversity of methods 
continue to keep association and ‘‘out- 
side ’’ companies as far apart as ever. No 
corporation is warranted in surrendering 
the slightest anvantage or smallest item of 
exclusive information for the use or bene- 
fit of rivals without a fully assured equiva- 
lent. Time will accentuate old, and 
generate new, difficulties unless united 
effort is supplied with a common cause 
and a common ground, where all may meet 
to give and take on equal terms. Condi- 
tions well understood supply the cause, 
while joint classification not only provides 
the ground for meeting, but assures the 
desired equivalent—a scientific base for 
rate construction. 

So few are the valid objections to joint 
classification, and so many and so over- 
whelming are its just claims to supreme 
merit, that its final adoption is but a ques- 
tion of time. Let underwriting foresight 
anticipate legislative compulsion. 
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